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COUNCIL  ON  WAGE  AND  PRICE 
STABILITY 

EMPLOYEE  HEALTH  CARE  BENEFITS 

Labor  and  Management  Sponsored 
Innovations  in  Controlling  Cost 

To  THE  Members  and  Adviser  Members 

OF  THE  Council  on  Wage  and  Price 

Stability 

This  report  was  undertaken  as  a 
follow  up  to  the  April  publication  of  the 
Council’s  study  of  “The  Problem  of  Ris¬ 
ing  Health  Care  Costs”  and  in  the  wake 
of  consultations  with  management  and 
labor  both  during  and  after  preparation 
of  that  study.  These  consultations  re¬ 
vealed; 

The  growing  concern  on  the  part  of 
union  and  management  officials  over  the 
escalating  cost  of  employee  health  care 
benefits; 

The  wide  scope  of  innovative  efforts 
being  undertaken  by  management  and 
labor  to  deal  with  the  problem; 

The  heretofore  unappreciated  poten¬ 
tial  of  the  private  sector  to  combat  the 
problem  and  possibly  exert  substantial 
downward  pressure  on  rising  health  care 
costs; 

How  little  was  known  about  various  in¬ 
novative  measures,  scattered  as  they  are 
across  the  country,  and  how  other  cor¬ 
porate  and  union  officials  might  profit 
from  knowledge  of  what  their  colleagues 
were  attempting. 

The  report  is  divided  into  four  parts. 
An  introduction  outlines  the  kinds  of 
cost  controls  which  labor  and  manage¬ 
ment  are  adopting  and  gives  some  back¬ 
ground  information  on  the  various 
methods  of  financing  and  administering 
health  care  benefits.  The  report’s  second 
section  consists  of  six  case  studies  de¬ 
scribing  in  detail  different  innovative 
approaches  to  controlling  the  rising  cost 
of  employee  health  care  benefits.  The 
studies  discuss  both  the  potential  efficacy- 
and  problems  associated  with  each  ap¬ 
proach.  These  cases  may  serve  as  an  in¬ 
troduction  to  the  third  section,  a  com¬ 
pendium  of  119  individual  briefly  de¬ 
scribed  cost  control  projects.  Entries  in 
the  compendium  are  organized  into  nine 
sections  by  tsrpe  of  innovation,  and 
alphabetized  within  each  section  imder 
the  sponsoring  union  or  employer,  as 
well  as  enumerated.  Part  four  of  the  re-^ 
port  contains  two  indexes.  The  first  pro¬ 
vides  a  list  of  contacts’  names,  addresses, 
and  phone  numbers  for  each  spKinsor 
cited  on  the  compendium  and  the  case 
studies.  Sponsors  are  Indexed  by  their 
corresponding  entry  or  case  study  num¬ 
ber.  All  sponsors  are  Indexed  alphabeti¬ 
cally  in  the  second  index. 

The  case  studies  focus  on  the  me¬ 
chanics  of  initiating  cost  controls  be¬ 
cause  the  report  is  Intended  to  serve  em¬ 
ployee  benefit  administrators  as  a  re¬ 
source  in  their  search  for  ways  to  control 
costs.  To  this  end,  the  compendium 
should  give  union  and  management  of¬ 
ficials  a  guide  to  what  their  peers  are 
doing  In  this  area  and  where  to  go  to  ob¬ 
serve  working  projects. 


Ihe  report  makes  no  pretense  of  being 
the  final  word  in  this  complex  and  con¬ 
troversial  area.  It  is  a  first  effort  only, 
hampered  by  the  piecemeal  nature  and 
newness  of  most  innovative  health  care 
cost  containment  measures.  The  range  of 
efforts  are  relatively  new  and  untried, 
widely  scattered,  usually  tied  to  a  spe¬ 
cific  corporation  or  union,  and  many  at¬ 
tempt  to  cut  costs  on  the  margin  rather 
than  undertake  a  sweeping  reform  of  the 
health  care  system.  Nevertheless,  the 
study  reveals  an  unacknowledged  poten¬ 
tial  of  the  private  sector  to  exert  in¬ 
fluence  and  control  in  the  area  of  health 
care  cost  inflation.  Hopefully,  this  report 
will  trigger  more  comprehensive  ones 
and  spark  more  detailed  analysis  of  the 
success  or  failure  of  the  innova^ons 
mentioned  in  the  report  and  other  ap¬ 
proaches  initiated  by  the  private  sector. 

The  report  is  being  published  initially 
in  the  Federal  Register  in  order  to  give 
corporate  and  union  officials  as  well  as 
other  interested  parties  an  opportunity 
to  comment  on  it.  The  Council  will  re¬ 
vise  the  report  in  light  of  those  com¬ 
ments  and  then  publish  it  in  final  form. 

The  report  was  researched  and  writ¬ 
ten  by  Jon  M.  Kingsdale,  a  consultant  to 
the  Council,  who  was  assisted  by  Zachary 
Y.  Dyckman,  senior  staff  economist,  and 
Susanne  J.  Tierney,  research  assistant. 
It  is  based  on  interviews  with  benefit 
administrators  as  well  as  survey  data, 
generously  made  available  to  the  Council 
by  the  Social  Security  Department  of  the 
APL-CIO  and  by  the  Washington  Busi¬ 
ness  Group  on  Health.  We  are  gratefiil 
to  Bert  Seidman,  Director,  Social  Se¬ 
curity  Department,  and  Richard  Shoe¬ 
maker,  Assistant  Director,  Social  Se¬ 
curity  Department,  of  the  APL-CIO  and 
to  Rudy  Vignone,  Director,  Corporate- 
Government  Relations.  Goodyear  Tire 
and  Rubber  Company,  and  Chairman  of 
the  Washington  Business  Group  on 
Health,  and  Willis  B.  Goldbeck,  Staff  Di¬ 
rector  of  the  Washington  Business 
Group  on  Health,  as  well  as  niunerous 
labor  and  management  officials  for  their 
enthusiastic  and  wholehearted  coopera¬ 
tion. 

William  Lillet  m. 
Acting  Director. 

Labor  and  Management  Sponsored  Innova¬ 
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Labor  and  Management  Sponsored  In¬ 
novations  in  Controlling  the  Cost  of 
Employee  Health  Care  Benefits 

Part  One 
introduction 
Purpose  of  the-Report 

National  expenditui*es  for  health  cai’e 
have  tripled  since  1965,  and  contribu¬ 
tions  to  employee  health  care  benefit 
plans  are  rising  in  tandem.^  Responding 
to  these  large  and  persistent  increases, 
employers  and  unions  are  supporting  a 
variety  of  approaches  to  control  the  rate 
of  increase  in  the  costs  of  employee 
health  care.  The  extent  of  their  support 
varies  from  planning*  and  active  coopera¬ 
tion  with  other  sponsoring  organizations 
to  unilateral  design,  implementation  and 
financing  of  innovative  programs.  These 
Innovations  run  the  gamut  from  new  sys¬ 
tems  of  delivering  health  care  (Health 
Maintenance  Organizations),  to  rela¬ 
tively  minor  changes  in  health  insur¬ 
ance  policies  designed  to  encourage  less 
costly  outpatient  care  in  place  of  more 
costly  hospital  care. 

This  report  Indexes  significant  and 
Innovative  approaches  taken  by  labor 
and  management  to  control  health  care 
costs.  It  consists  of  six  case  studies  and  a 
-  preliminary  ccwnpendium.  The  com¬ 
pendium  cost  ^  control  Innovations  is 
necessarily  incomplete,  given  the  num¬ 
ber  and  variety  of  benefit  plans  (tens 


^Pbr  an  analysis  of  rising  national  health 
care  expenditures  see  the  CouncU  on  Wage 
and  Price  StabUlty,  The  Problem  of  Rising 
Health  Care  Costs  (April  1976);  for  data  on 
contributions  under  employee  benefit  plana 
in  the  private  sector  see  Walter  W.  Kolod- 
rubetz,  “Employee  Benefit  Plans,  IDTS,** 
Social  Security  Bulletin  (May  1675),  Table 
U.  If  the  trend  in  contributions  to  employee 
health  benefit  plans  from  1965  to  1973  (the 
latest  year  for  which  data  have  been  pub¬ 
lished)  were  projected  forward  to  1976,  tt 
would  show  contributions  In  1976  to  be  over 
300  percent  of  those  In  1965. 
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of  thousands),  and  the  constraints  on 
time  and  resources  available  for  survey¬ 
ing  them.  Innovations  Included  In  the 
report  appear  to  offer  some  promise 
of  moderating  cost  increases,  but  their 
selection  implies  neither  endorsement 
by  the  Council  on  Wage  and  Price 
Stability  nor  any  guarantee  of  their 
efficacy  In  controlling  costs.  They  are, 
simply,  a  preliminary  list  of  approaches 
taken  by  management  and  labor  in 
hopes  of  controlling  the  rise  in  employee 
health  care  benefit  costs. 

This  report  Is  Intended  to  serve  as  a 
resource  for  employee  health  care  bene¬ 
fit  administrators  and  others  who  may 
be  interested  to  learn  what  labor  and 
management  are  doing  to  stem  the  rise  in 
health  care  costs.  It  gives  clear  evidence 
of  a  recent  upsmge  in  this  area,  both  In 
scope  of  activities  undertaken  and  the 
degree  of  priority  given  to  them.  Hope¬ 
fully,  this  report  will  stimulate  further 
activity  In  the  private  sector  to  control 
h^th  care  costs  without  diminishing 
the  quality  of,  or  access  to.  needed  medi¬ 
cal  care.  Perhaps,  too.  this  report  will 
point  toward  some  promising  types  of 
fimovation  as  well  as  a  few  of  the  Issues 
to  be  considered  in  any  evaluation  of 
th^.* 

Structure  of  Employee  Benefit  Plans 

The  structure  of  wnployee  health  care 
benefit  plans  varies  considerably  by 
source  of  funding,  locus  of  administra¬ 
tive  responsibility,  method  of  determin¬ 
ing  the  lev^  of  ^nefits  and  contribu- 
tlcms,  and  even  the  mechanism  chosen 
for  reimbursing  providers.  Admlnistra-, 
tlon  may  be  the  sole  responsibility  of 
management  or  of  labor,  or  it  may  be 
performed  Jointly  by  both.  The  same  is 
true  of  f\mdlng  benefit  plans  and  deter¬ 
mining  the  level  of  contributions  and 
health  care  coverage.  The  benefit  plan 
may  or  may  not  entail  a  separate  or¬ 
ganizational  entity — a  health  and  wel¬ 
fare  fund — and  It  may  or  may  not  em- 
Ifioy  an  Insiuwice  compsmy  to  reimburse 
health  care  providers. 

These  variations  affect  the  motivation 
and  capacity  of  management  and  labor 
to  control  employee  health  care  costs. 
For  Instance,  in  the  relatively  few  union- 


*Tlie  report  does  not  deal  explicitly  with 
quality  of  care  Issues.  Yet  many  of  the  In- 
novatloDs  listed  In  the  report  do  have  posi¬ 
tive  ImpUcatlons  for  quality  of  care.  To  the 
extent  that  cost  controls  address  problems 
of  Inappropriate  utilization  of  health  care 
resouiees — as  many  do — and  to  the  extent 
that  liuqiproprlate  utilization  carries  the 
risk  of  iatrogenic  (physician  Induced)  iU- 
nesa,  cost  contax>ls  are  also  qusdity  controls, 
m  fact,  several  approaches  to  controlling 
costs,  pairtlcvilarly  those  involving  review  of 
one  physician  by  another,  represent  explicit 
controls  on  quality  as  well  as  cost  of  care. 

Also,  the  report  does  not  address  itself  to 
cost  controls  implemented  unilaterally  by 
government  or  by  the  private  health  services 
sector.  However,  health  care  providers,  in¬ 
surers,  and  state  and  Federal  government  are 
Involved  in  many  of  the  same  kinds  of  inno¬ 
vations  discussed  in  this  report.  Borne  of 
these  appfoaches  could  be,  or  have  been,  In- 
corpoiated  Into  existing  Federal  and  state 
health  programs  as  well  as  future  actions 
on  national  health  Insurance. 


operated  plans  financed  fully  by  wm’k- 
ers,  employers  have  little  Incentive  or 
ability  to  minimize  costs  and  maximize 
benefits.  Generally,  the  party  or  parties 
that  determine  level  of  coverage,  that 
fund  the  plan,  and  that  administer  it 
have  tile  greatest  influence.  ^ 

The  great  majority  of  workers  in  pri¬ 
vate  industry  are  covered  under  single 
employer  plans  financed  and  adminis¬ 
tered  exclusively  by  the  employers  or 
under  multi-employer  health  and  wel¬ 
fare  fimds  administered  Jointly  by  labor 
and  management.  In  the  first  instance, 
the  employer  has  a  direct  financial  in¬ 
centive  to  control  costs  since  he  pays  for 
a  specified  level  of  benefits,  no  matter 
what  they  cost.  Even  if  coverage  remains 
unchanged,  if  utilization  or  prices  of 
medical  services  rise,  costs  will  follow. 
When  single  employer  plans  are  collec¬ 
tively  negotiated  as  part  of  a  general 
wage  settlement — as  is  common  in  steel, 
rubber,  automobile  and  many  other  sec¬ 
tors  of  mass  production  manufactur¬ 
ing — ^unions  may  also  feel  a  strong,  if 
somewhat  less  direct,  incentive  to  con¬ 
trol  escalating  costs.  For  rising  health 
care  benefit  expenditiures  inevitably  re¬ 
duce  the  pool  of  corporate  revenues 
available  to  finance  other  items  in  the 
general  wage  package. 

Selected  Cbaractebisttcs  of  S1,600  Grouf  Health 
Insurance  Plans  Covering  28,376,000  Workers  in 
Private  Industry,  1974  (Preuuinart  Data) 


Percentage  distribution 

Charai'tciistic  - 

Plans  Worters  (1978) 


All  plans .  100  100 


Ty)>e  of  employer  unit: 


Single  employer .  . 

Multiemployer . . . 

91 

72 

9 

27 

CollectiTe  bargaining  status: 

In  agreement  > . . . 

34 

68 

Not  In  ^eemcnt . . 

74 

44 

Not  determinable.. . 

2 

1 

T ype  of  worker  covered; 

Salaried  and  production _ 

28 

30 

Production  only _ 

14 

29 

Salaried  only _ 

11 

14 

Not  determinable . 

48 

28 

Tyiie  of  financing: 

Emi^oyer _ 

Jointly  by  employer  and 

47 

63 

employee _ 

Employee.. _ — 

33 

3 

28 

1 

Not  determinable . . 

18 

11 

Type  of  insurer  lor  hospital 
benefits: 

Commercial  insurance . . 

67 

64 

Bine  Cross-Bhie  Shield . 

32 

30 

Solf-insnred _ _ _ 

1 

0 

)  Part  of  collective  bargaining  agreement. 

Source.— U.8.  Department  of  HRW,  Social  Security 
Administration,  Office  of  Research  and  Statistics. 


In  multi-employer  health  and  welfare 
funds  the  incentives  are  generally  re¬ 
versed.  Of  the  7.8  million  workers  covered 
by  multi-employer  plans  in  the  table 
above,  83  percent  are  members  of  col¬ 
lectively  bargained  plans.  Most  collec¬ 
tively  bargained  plans  are  financed  solely 
by  specified  employer  contributions  to  a 
central  fimd.  Since  current-year  em¬ 
ployer  contributions  are  established  in 
advance,  they  are  not  affected  by  infla¬ 
tion,  Hovrever,  the  employer  has  an  indi¬ 
rect  incentive  to  control  escalating  costs 
since  they  may  necessitate  future  in¬ 
creases  in  employer  contributions  simply 


to  maintain  the  current  level  of  benefits. 
The  union’s  Incentive  is  direct  and  im¬ 
mediate.  In  the  eyes  of  union  rank-and- 
fiie,  management  of  a  health  and  welfare 
fund  is  generally  the  responsibility  of 
the  imion  leadership.  Escalating  costs 
imperil  the  ability  of  the  fimd  to  main¬ 
tain  the  current  level  of  benefits  and  may 
Jeopardize  any  attempt  to  win  more  c(Mn- 
prehensive  benefits  in  the  future.  When 
employees  also  contribute  to  multi-em¬ 
ployer  health  and  welfare  funds,  the  un¬ 
ion’s  responsibility  for  controlling  costs 
is  especially  strong. 

Given  the  impact  of  funding  and  ad¬ 
ministrative  arrangements  on  incentives 
to  control  costs,  it  is  no  cohacldence  that 
all  four  union-sponsored  Innovations  in 
this  report’s  case  stodies  were  imple¬ 
mented  by  health  and  welfare  funds  to 
which  employers  make  a  specified  cash 
contribution.  The  three  case  studies  of 
employer-initiated  cost  controls  htq^pen 
to  be  single  employer  plans  administered 
solely  by  management  and  funded  by  the 
employer  at  whatever  level  is  necessary 
to  provide  a  specified  package  of  health 
care  services.  - 

Preface  to  Case  Studies  and  Compendium 

The  six  case  studies  that  follow  pro¬ 
vide  detailed  descriptions  of  many  of  the 
same  kinds  of  innovations  listed  in  the 
compendium — ^namely,  HMOs,  health 
planning,  prospective  peer  review,  con¬ 
current  peer  review,  alternative  methods 
of  reimbursing  providers,  “self-insiu:- 
ance,”  and  claims  review.  Some  of  these 
approaches,  such  as  HMOs  and  health 
planning,  address  systemwide  patterns  of 
health  care  utilization.  Peer  review  also 
affects  patterns  of  utilization,  though 
sometimes  of  a  specific  kind  of  service 
only,  such  as  elective  surgery.  Still  other 
approaches  impact  specific  eosts:  the 
price  of  prescription  drugs  or  the  unwar¬ 
ranted  cost  of  individual  claims.  Gen¬ 
erally.  changing  utilization  patterns 
offers  potentially  more  comprehensive 
soluticms  than  controls  on  spec^  costs. 
However,  comprehensive  approcuihes 
often  require  a  long  lead  time  and  inten¬ 
sive  participation  by  supporters. 

Several  types  of  cost  controls  listed  in 
the  compendium  are  not  described  in  the 
case  studies.  Health  education,  for  ex¬ 
ample.  refers  to  programs  designed  to 
help  inform  employees  how  to  care  for 
their  own  health  and  how  best  to  utilize 
the  existing  system  of  professional  care. 
Coverage  of  less  costly  care  refers  to 
changes  in  health  care  benefits  designed 
to  encourage  utilization  in  the  least 
costly  and  most  appropriate  setting — 
home  care,  ambulatory  or  outpatient 
care — Instead  of  more  costly  inpatient 
hospital  care.  Alternative  methods  of 
provider  reimbursement  comprehends  a 
variety  of  approaches  including  "self- 
insurance,"  innovative  billing  systems, 
fixed  fee  schedules,  and  blood  donor  pro¬ 
grams  among  others.  Preventive  care  in¬ 
cludes  physical  exams  and  multiphaslc 
screening  for  early  detection  of  chronic 
illness.  While  the  cost-effectiveness  of 
screening  is  subject  to  considerable  de¬ 
bate,  it  offers  the  possibility  of  long-term 
savings  on  costly  hospitalization.  As  with 
all  the  other  approaches  listed  in  this 
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report,  preventive  car©  is  Included  be¬ 
cause  management  and  labor  have  spon¬ 
sored  them  as  controls  on  cost  and  qual¬ 
ity  of  care,  not  because  they  are  guar¬ 
anteed  to  succeed- 

The  case  studies  cover  7  distinct  cost 
control  projects  and  the  compendium 
lists  another  119  entries.  They  are  taken 
from  a  small  (and  undoubtedly  biased) 
sample  of  the  tens  of  thousands  of  em¬ 
ployee  health  benefit  plans  in  the  United 
States.  For  the  most  part,  only  those 
programs  started  in  1965  or  thereafter 
are  included.  Nevertheless,  these  pro¬ 
grams,  covering  several  ritillion  workers, 
are  Indicative  of  certain  trends  in  con¬ 
trolling  the  cost  of  health  care  benefits. 

They  suggest  a  quite  recent  upsurge  in 
cost  control  efforts.  Of  the  93  projects 
that  can  be  identified  as  beginning  in 
1965  or  thereafter,  82  have  been  imple¬ 
mented  since  January  1, 1970.  About  half 
of  all  the  cost  control  projects  in  the  re¬ 
port  began  operation  in  or  after  1973.  The 
singe  most  frequently  Identified  goal  of 
these  projects  is  to  r^uce  hospital  costs, 
a  clear  indication  that  the  largest  private 
consumers  of  health  care  (employers  and 
labor  unions)  regard  rising  expenditures 
for  hospital  care  as  the  most  serious  of 
several  health  care  cost  problems  facing 
them.  The  most  common  mechanisms  of 
cost  containment  are: 

Number 
of  projects* 


Alternative  delivery  systems 

(HMDs) . - . - .  32 

Preventive  care -  26 

Concurrent  or  prospective  peer 

review _  17 

Alternative  methods  of  provider 

reimbursement _  16 

Coverage  of  less  costly  care -  IS 

cnialms  review _  12 

Health  education _  8 

Miscellaneous _ 6 

Health  planning - ^ -  5 


•Some  of  the  126  projects  In  the  report 
are  counted  more  them  once  In  this  table 
because  they  Involve  more  than  one  mech¬ 
anism  of  cost  containment. 

Part  Two 

Case  Studies 

L  Prospective  Review  or  Elective 
SXTRGERT 

UNITED  STOREWORKERS  AND  AFSCME  DISTRICT 
COUNCIL  37  SECURITY  PLANS 

A  young  sales  clerk,  a  member  of  the 
Unit^  Storeworkers  Union,  called  her 
health  plan  to  say  she  was  going  into  the 
hospital  for  a  hysterectomy.  A  general 
surgeon  from  the  local  clinic  was  put¬ 
ting  her  Into  Wadsworth  Hospital — a 
small  proprietary  facility  then  under  in¬ 
vestigation  by  the  Health  Department  for 
multiple  sanitary  and  safety  violations. 

She  would  first  have  to  get  a  second 
medical  opinion,  the  health  plan  admin¬ 
istrator  told  her,  and  got  her  an  appoint- 
ment  with  a  gynecologist  at  New  York 
Hospital.  Instead  of  removing  her  uterus, 
the  consultant  recommended  dilation  and 
curettage — a  less  costly  and  less  drastic 
procedure — and  recommended  a  qualified 
specialist  as 

Across  town  at  District  Council  37  of 
the  American  Federation  of  State,  County 
ftwi  Municipal  Etaployees  (AFSCME)  — 


one  of  New  Yoric  City’s  largest  labor  orga¬ 
nizations — a  young  man  employed  by  the 
health  plan  casually  mentioned  to  his 
boss  that  he  would  be  out  for  the  coming 
week  to  have  a  knee  operation.  Had  he 
gotten  a  second  opinion,  asked  his  super¬ 
visor  (Mr.  Nat  Llndenthal)  ? 

“No!  He  was  working  right  here,”  re¬ 
calls  Llndenthal  with  a^nlshment,  “and 
hadn’t  even  thought  to  use  our  program. 
He  was  all  set  to  hop  onto  an  operating 
table  on  the  say-so  of  some  GP.  We  sent 
him  off  to  a  specialist,  who  told  him  he 
didn’t  need  the  cgieratlon.” 

Th^e  are  not  isolated  examples.  Physi¬ 
cians  often  have  wide  latitude  in  deciding 
when  to  hospitalize,  when  to  operate,  and 
whether  to  treat  a  patient  medically  or 
surgically  or  not  at  all.  In  elective  sur¬ 
gery — tonsillectomy,  hysterectomy,  mas¬ 
tectomy  and  many  other  non-emergency 
procedures — the  individual  physician’s 
discretion  is  especially  important.  There 
are  no  precise  guidelines  and  there  is  con¬ 
siderable  disagreement  on  the  necessity 
of  some  operations. 

There  is,  too,  a  growing  body  of  re¬ 
search  pointing  to  the  high  rate  of  “un¬ 
necessary”  surgery  in  the  U.S. — as  high 
as  25%  to  50%  in  the  medical  judgment 
of  some  researchers  in  some  studies.*  A 
Congressional  report  has  estimated  the 
number  of  unnecessary  surgical  proce¬ 
dures  in  the  U.S.  in  1974  at  2.38  million: 
costing  $3.92  billion,  or  nearly  4%  of 
total  U.S.  health  care  expenditures.*  Seri¬ 
ous  and  informed  medical  opinion  has 
questioned  the  magnitude  of  these  esti¬ 
mates,  but  many  experts  contend  that 
the  problem  is  real  and  very  costly. 

A  growing  number  of  unions  and  em¬ 
ployers  are  grappling  with  the  issue  of 
unnecessary  surgery  by  means  of  pre- 
surglcal  review.  For  the  high  cost  of  un¬ 
necessary  surgery  is  borne,  in  part,  by 
employee  health  plans,  usually  in  the 
form  of  higher  insurance  premiums  based 
on  the  actual  medical  cost  experience  of 
the  group.  Pre-Surgical  review  encour¬ 
ages  or  even  requires  employees  to  obtain 
a  second  medical  opinion  on  the  necessity 
of  elective  surgery  before  going  ahead 
with  it.  The  goal  of  these  second  opin¬ 
ion  programs  Is  to  reduce  unnecessary 
surgery.  Setting  up  a  second  opinion  serv¬ 
ice  involves  these  steps: 

Establish  agreements  with  individual 
physicians  to  give  beneficiaries  a  second 
surgical  opinion  on  their  illness  for  a  set 
fee,  which  the  health  plan  pays. 

Make  health  plan  aware  of  the  pro¬ 
gram  and  how  it  can  help  them. 

•One  major  problem  Involved  In  assessing 
volume  of  "unnecessary”  surgery  Is  that  ob¬ 
jective  criteria  of  necessity  are  difficult  to- 
estabUsh.  All  such  studies  of  elective  surgical 
procedures  are  based  on  medical  opinions 
over  which  reasonable  and  knowledgeable 
experts  may  disagree.  For  a  short  review  of 
the  Uterature  on  unnecessary  surgery,  see 
Larry  Frederick’s  “How  Much  Unnecessary 
Surgery?”  In  Medical  World  News  (May  3, 
1976)  pages  50-66. 

*  Cost  and  Quality  of  Health.  Care :  Unnec¬ 
essary  Surgery,  Report  by  the  Subcommittee 
on  Oversight  and  Investigations  of  the  Com¬ 
mittee  on  Interstate  and  Foreign  Commerce, 
UJSL  House  of  Representatives,  Ninety-Fourth 
Congress,  January  1976. 


Make  the  office  appointments  for  mem¬ 
bers  with  the  appropriate  surgical  spe-\ 
clalist  who  will  render  a  second  opinion. 

The  second  opinion  project  pioneered 
by  the  Storeworicers  Union  and  AFSCME 
District  Council  37  in  the  New  York  City 
area  has  subsequently  enrolled  Local 
32B  of  the  Building  Service  Workers 
(40,000  members) ;  the  District  Coimcil 
of  Carpenters  Welfare  Fund  (24,000 
members) ;  Locals  560,  617,  641,  and  660 
of  the  Teamsters  Union  (15,000  mem¬ 
bers) ;  the  Typo-League  Benefit  Fund 
(7,500  members) ;  and  the  Textile  Proc¬ 
essors  Insurance  Fund  (6,000  members) . 
Also,  Blue  Cross  and  Blue  Shield  Asso¬ 
ciations  in  Massachusetts,  Michigan, 
New  Hampshire,  Pennsylvania,  New 
York  City,  and  Albany,  N.Y,  offer  second 
opinion  programs  to  a  variety  of  em¬ 
ployee  benefit  plans.  New  York  City  of¬ 
fers  second  opinions  to  all  its  employees 
and  their  dependents — some  800,000  peo¬ 
ple^ — and  the  New  York  legislature  re¬ 
cently  mandated  pre-surgical  review  for 
Medicaid  patients. 

The  two  programs  under  study  here, 
the  Storeworkers’  and  District  Council 
37’s,  were  both  organized  in  1972  by  Eu¬ 
gene  McCarthy,  M.D.  The  programs  dif¬ 
fer  in  two  respects.  First,  the  Storework¬ 
ers  Security  Plan  with  about  11,000 
working  members  is  considerably  smaller 
than  DC  37’s,  which  has  about  110,000 
working  members.  Second,  the  Store- 
workers’  program  is  mandatory;  DC  37’s 
is  voluntary,  a  free  second  opinion  avail¬ 
able  to  any  member  of  the  Health  and 
Security  Plan  who  wishes  it. 

The  mandatory  program  does  not  re¬ 
quire  union  members  to  accept  the  ad¬ 
vice  of  the  second  surgeon.  The  decision 
on  whether  or  not  to  imdergo  surgery  is 
left  to  the  patient.  (In  fact,  the  Store- 
workers’  “mandatory”  program  is  more 
fiexible  than  it  soimds:  members  who 
have  difficulty  getting  to  a  consultant’s 
office  or  who,  for  other  reasons,  wish  to 
be  excused  from  the  requirement  of  a 
second  opinion  are  sometimes  granted  a 
waiver.  'These  cases  are  reviewed  Individ¬ 
ually  by  the  program  administrator.  The 
proportion  of  members  excused  is  about 
16%.) 

Prospective  surgical  review — “CTutting 
them  off  at  the  pass,” — is  not  a  new  way 
to  deliver  or  finance  health  care.  Nor  is 
it  a  radical  alteration  of  the  existing 
fee-for-service  delivery  system.  Rather, 
it  is  the  formal  organization  of  a  tradi¬ 
tional  medical  practice — consultation 
with  another  physician.  But  there  is  a 
crucial  difference:  the  consumer,  not  the 
provider,  initiates  it.  The  consumer  uses 
second  opinion  service  as  an  aid  in  eval¬ 
uating  information  and  performance 
provided  by  the  first  physician. 

Pre-surgical  review  can  be  remarka¬ 
bly  simple  and  inexpensive.  The  program 
requires  no  front-end  investment  or 
overhead  costs.  Variable  costs  are  mini¬ 
mal:  staff  and  office  expenses  for  han¬ 
dling  phone  calls  and  correspondence, 
the  consultant’s  fees,  and  any  extra  di¬ 
agnostic  tests  they  order.  The  key  re¬ 
source  is  personnel:  a  grid  of  surgical 
specialists  geographically  distributed  to 
cover  a  dispersed  population  of  employ- 
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ees,  and  ‘‘Intake  workers”  to  plug  union 
members  Into  the  grid. 

Intake  workers  are  secretarial  or  ad¬ 
ministrative  personnel  of  the  Security 
Plans  (one  at  Storeworkers,  two  at  DC 
37),  who  handle  member  requests  for 
second  opinions.  They  are  lay  people 
without  special  training  who  serve  to 
link  union  members  and  health  profes¬ 
sionals. 

The  surgeons  in  the  grid  are  board- 
certified  specialists.  That  is,  they  have 
passed  rigorous  specialty  exams  admin¬ 
istered  by  professional  associations. 
Since  pre-surgical  review  requires  one 
physician  to  pass  upon  the  professional 
decision  of  another,  the  choice  of  con¬ 
sultants  is  a  critical  one.  Because  of  the 
judicial  role  of  consultants.  Dr.  Mc¬ 
Carthy  decided  that  board-certification 
should  be  a  minimal  qualification  for 
making  such  judgments. 

The  choice  of  consultants  has  sparked 
considerable  controversy  among  physi¬ 
cians,  and  will  likely  crop  up  again  in  fu¬ 
ture  projects.  Some  physicians,  argue 
that  limiting  the  panel  of  consultants  to 
board-certified  specialists  is  disci'lmlna- 
tory:  for  the  convenience  of  patients 
and  in  fairness  to  all  sm*geons,  the  panel 
of  consultants  should  be  open  to  any  spe¬ 
cialist.  At  the  heart  of  this  controversy 
lies  a  critical  question  about  second  opin¬ 
ion  service:  what  makes  the  second  opin¬ 
ion  any  better  than  the  first?  In  prac¬ 
tice,  the  answer  is  left  to  the  patient  who 
must  judge  between  them  if  they  differ. 

How  dees  pre-surgical  review  work? 
When  DC  37  and  Storeworkers  Security 
Plan  members  are  advised  by  a  doctor  to 
enter  the  hospital  for  non-emergency 
surgery,  they  telephone  Intake  workers 
at  the  union  health  plan  for  an  appoint¬ 
ment  with  a  consulting  specialist.  The 
Intake  worker  collects  some  basic  infor¬ 
mation  from  the  member.  Including  the 
first  physician’s  name,  member’s  name, 
diagnosis,  siirglcal  procedure  recom¬ 
mended.  and  place (s)  and  time(s)  con¬ 
venient  for  the  member  to  visit  a  con¬ 
sultant. 

’The  intake  worker  makes  an  appoint¬ 
ment  with  an  available  consultant  and 
informs  the  member  of  the  time  and 
place.  (Members  visually  do  not  have  to 
wait  more  than  a  week  or  two  to  see  the 
consultant.)  The  member  is  responsible 
for  bringing  to  the  consultant  copies  of 
diagnostic  test  results  obtained  from  the 
first  physician.  The  consultant  gives  his 
medical  opinion  to  the  patient  and  sends 
It  on  a  form  to  the  Security  Plan  as  well. 
’This  form  serves  as  a  research  and  billing 
device:  it  triggers  payment  to  the  con¬ 
sultant — currently  $40  plus  the  cost  of 
extra  diagnostic  tests — and  is  prerequisite 
to  payment  for  the  member’s  operation  if 
the  program  is  mandatory. 

Of  the  2,373  voluntary  cases — cases 
from  DC  37  and  other  participating 
health  funds — reviewed  from  February 
1972  through  January  1976,  a  high  num¬ 
ber  of  non-confirmations  appeared  for 
certain  procedures:  hysterectomy  (44% 
not  confirmed),  dilation  and  curettage 
(40% ) ,  surgery  of  the  knee  (40% ) ,  pros¬ 


tate  (39%),  and  varicose  veins  (38%).* 

When  the  second  opinion  does  not 
confirm  the  first,  the  program  will  pay 
for  a  third  opinion  if  the  member  wants 
one — ^which  is  rare.  Usually  mwnbers  fol¬ 
low  the  advice  of  the  board-certified 
consultant  over  the  first  opinion. 

If  the  sec<md  opinion  confirms  the  need 
for  surgery,  patients  had  been  allowed  to 
ask  the  consultant  to  perform  the  opera¬ 
tion.  In  the  fall  of  1975,  this  policy  was 
altered  because  allowing  the  consultant 
to  operate,  it  was  argued,  gave  him  an 
incentive  to  confirm  and  may  smack  of 
patient  stealing  in  the  eyes  of  some  first 
physicians.  Therefore,  the  consultant  is 
no  longer  allowed  to  perform  the  surgery 
in  question,  though  the  consultant  may 
refer  the  patient  to  any  other  physician 
for  surgery.  (The  employee  health  plans 
accepted  this  change  with  great  reluc¬ 
tance  because  one  of  the  project’s  advan¬ 
tages  had  been  the  opportunity  it  offered 
for  “comparative  shopping”:  m«nbers 
were  exposed  to  competent  phs^lcians 
who,  as  a  prerequisite  to  joining  the 
second  opinion  pand,  had  agreed  to  ac¬ 
cept  the  union  fee  schedule.  The  new 
prohibition,  health  plan  personnel  argue, 
interferes  with  the  patient’s  free  choice 
of  physicians.) 

Labor  and  academic  involvement  in  re¬ 
searching  tmnecessary  surgery  dates  back 
to  the  late  1950’s,  to  a  study  of  medical 
and  hospital  care  for  New  York  City 
Teamsters  families.  In  the  mid-60’s.  Dr. 
McCarthy  became  involved  in  that  re¬ 
search,  and — not  much  later — Store- 
workers  Presid^t,  William  Michelson, 
began  looking  for  ways  to  reduce  un¬ 
necessary  surgery  wi  his  own  members. 

Not  imtil  McCarthy  and  Michdson 
found  each  other,  though,  did  either  find 
a  way  of  sponsoring  pre-surgical  second 
opinion.*  Michelson  supplied  funding, 
staff,  and — ^most  Important — ^the  en¬ 
thusiastic  leadership  of  an  employee  or¬ 
ganization.  McCarthy  supplied  the  con¬ 
sultants  and  handled  relations  with 
physician  groups. 

“I  spent  four  years  knocking  on  hospi¬ 
tal  doors  to  get  second  opinion,”  recalls 
Michelson. 

Then,  in  1971,  Michelson  approached 
the  Cornell  School  of  Industrial  and 
Labor  Relations  for  assistance  in  de¬ 
veloping  his  union’s  health  policies.  The 
request  was  passed  on  to  the  New  York 
Hospital-Comell  University  Medical  Col¬ 
lege,  and  eventually  to  Dr.  McCarthy. 


*  Eugene  McCarthy,  “Mandatory  and  Vol¬ 
untary  Second  Opinion  Programs  In  the 
Greater  New  York  Area  with  National  Impli¬ 
cations,”  Dorothy  B.  Elsenberg  lecture. 
Harvard  Medical  School,  June  12,  1976. 

«  Pre-datlng  the  Storeworkers  second  opin¬ 
ion  program  by  a  year  was  a  similar  program 
In  New  York  City  started  In  1971  by  District 
65,  a  local  affiliate  of  the  Distributor  Workers 
of  America.  Storeworkers  had  been  part  of 
District  65  up  until  1969.  The  first  pre-sur¬ 
gical  review  program  In  the  U.S.  was  estab¬ 
lished  by  the  United  Mine  Workers  of 
America  Health  and  Retirement  Funds  in  the 
1950’s.  It  resulted  In  an  Immediate  and  sig¬ 
nificant  drop  In  the  number  of  surgeries 
performed. 


‘T  was  teaching  a  course  at  the  Labor 
School,”  Michtison  sasrs,  “and  someone 
there  Introduced  me  to  McCarthy.  Six 
months  later  we  had  the  project  in  op¬ 
eration.  It  was  McCarthy  who  got  us  the 
nuts  and  bolts — the  docs.” 

As  Dr.  McCarthy  describes  his  initial 
contribution,  it  was  “to  develop  func¬ 
tional  relationships  on  a  group  basis, 
tying  together  a  grid  of  health  dispens¬ 
ing  institutions.  I  went  and  talked  with 
various  chiefs  of  the  major  teaching 
services  who  in  turn  Informally  gave  me 
names  of  men  who  had  belonged  at  one 
time  or  another  to  a  teaching  program.” 

Relying  initially  on  practicing  physi¬ 
cians  with  academic  afSliations,  he  en¬ 
listed  about  100  surgical  specialists  at 
teaching  and  community  hospitals. 
Since  then,  the  number  of  consultants 
has  grown  to  about  500. 

In  January  1972,  the  Storeworkers  Se¬ 
curity  Plan  began  to  alert  its  member¬ 
ship  to  the  new  project.  William  Michel¬ 
son  sent  out  an  annoimcement  begin¬ 
ning,  “This  may  be  the  most  important 
letter  you  have  ever  received  from  the 
Security  Plan.”  Plan  Administrator, 
Eleanor  ’Tllson,  wrote  articles  for  the 
union’s  weekly  newspaper,  and  shop 
meetings  were  held  to  explain  the  new 
procedure. 

It  was  presented  as  an  added  bene¬ 
fit — albeit  a  mandatory  one.  The  Store- 
workers’  second  opinion  swrvice  Is  a  fi¬ 
nancial  benefit  as  well  as  a  medical  one. 
Employers  —  Bloomingdale’s.  Gimbel’s 
and  Stem’s — contribute  6%  of  wages  to 
the  Plan  and  this  money  is  apportkmed 
among  different  benefits  as  far  as  it  will 
stretch.  Whatever  savings  second  opin¬ 
ion  generates  on  surgical  and  hospital 
costs  is  that  much  more  available  for 
c^tical,  drug  or  other  new  benefit 
programs.* 

The  employers  were  easily  persuaded, 
but  not  local  medical  societies,  ffheir 
concern  foctised  on  an  unsubstantiated 
claim  in  the  letter  Michelson  sent  his 
union  membership.  “Many  of  you,”  he 
had  written,  “have  imdergone  opera¬ 
tions  that  were  not  necessary.”  The 
Nassau  Coimty  (Long  Island)  Medical 
Society  reproduced  the  letter  for  its  own 
2,200  members  and  sent  in  a  deputation 
to  speak  with  Michelson. 

At  this  point.  Dr.  McCarthy  was  called 
in  to  handle  his  peers.  “The  letter  jolted 
the  program  considerably,”  says  Mc¬ 
Carthy.  “We  had  a  very  difiBcult  time 
weathering  it.” 


•Another  money-saving  innovation  spon¬ 
sored  by  Storeworkers  is  disability  review  by 
a  grid  of  surgeons  and  Internists.  Three  to 
five  weeks  after  onset  of  disabUity,  the  em¬ 
ployee  is  required  to  see  a  physician.  The 
program  is  experiencing  an  average  of  35  to 
40  days  of  disability  versus  60  to  70  experi¬ 
enced  by  state  employees  who  do  not  have 
disability  review.  One  recently  added  bene¬ 
fit,  which  also  promises  long-term  savings, 
is  Job-site  hypertension  screening  and  In¬ 
tensive  therapy — at  a  cost  of  $120  per 
capita.  The  goal  is  to  maintain  asympto¬ 
matic  hyjiertenslves  on  long-term  treat¬ 
ment  through  continual  reminder  and  peer- 
reinforcement. 
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•There  was  an  Interesting  fallout, 
though.  It  altered  everyone  In  the  medi¬ 
cal  community  and  that  in  Itself  Is  very 
important  because  I  think  that  one  of 
the  major  impacts  of  the  program  will 
be  what  I  describe  as  the  sentinel  effect. 
The  program’s  very  existence  will  have 
an  impact  on  repetitive  and  multiple 
judgments  by  phs^iclans.” 

Dr.  McCarthy  says  that  he  expected 
much  more  c«>po6ltion  from  physicians 
than  the  program  actually  encountered. 
In  fact,  organized  opposition  subsided 
after  this  Initial  incident.  Recently,  the 
American  College  of  Surgeons  b^an 
supplying  consultants  to  Dr.  McCarthy’s 
and  other  programs,  and  is  now  at  work 
developing  guidelines  for  second  opinion 
service, 

However,  other  second  opinion  pro¬ 
grams  have  also  encountered  Initial  op¬ 
position  from  physicians.  ’The  American 
Medical  Association  has  yet  to  announce 
a  formal  position,  but  individual  officers 
have  criticized  various  aspects  of  the 
program.  Max  H.  Parrott,  M.D.,  AMA 
President  in  1975-1976,  has  expressed 
concern  about  the  possibility  of  a  future, 
formalized  requirement  of  a  second 
opinion.  In  his  opinion,  such  a  require¬ 
ment  would  increase  costs  and  lead  to 
rigidity  in  the  medical  care  system.  The 
Medical  Society  of  the  State  of  New 
York  reacted  as  follows  to  a  proposal  in 
the  State  Senate  requiring  that  insur¬ 
ance  coverage  of  in-hospital  singical 
care  also  Include  coverage  for  a  second 
surgical  opinion: 

Objection  was  made  to  the  claim  that 
second  opinions  would  adjudge  one-fifth 
of  such  surgery  unnecessary. 

The  Medical  Society  opposes  manda¬ 
tory  second  opinion. 

Insurance  carriers  should  pay  for  all 
volimtary  second  consultations,  not  just 
those  covering  in-hospital  surgical  care. 

Insurance  carriers  should  cover  first 
opinions  as  well. 

While  Dr.  McCarthy  was  working  with 
his  colleagues,  Michelson  was  spreading 
the  word  among  his  own  peers.  DC  37 
Executive  Director,  Victor  Gotbaum,  a 
friend  of  Mlchelson’s,  decided  to  try  it 
as  an  experiment  beginning  July  1972. 

Again  meetings,  letters  and  newspaper 
articles  announced  the  project’s  start. 
But  getting  word  out  to  110,000  DC  37 
members,  working  at  many  different  lo¬ 
cations,  and  varying  in  socio-economic 
status  from  blue  collar  to  professional, 
dwarfed  the  task  that  had  confronted 
William  Michelson. 

The  fact  that  DC  37  Health  and  Se¬ 
curity  Plan  members  received  basic  cov¬ 
erage  through  one  of  three  different  in¬ 
surance  carriers  put  the  Plan  at  a  fur¬ 
ther  disadvantage.  Since  most  members 
of  the  Storeworkers  are  insiured  by  their 
own  Fund,  they  normally  notify  the  Fund 
before  entering  a  hospital.  If  they  have 
neglected  to  obtain  pre-surgical  review, 
the  Fund’s  Hospitalization  Department 
refers  them  to  the  second  opinion  Intake 
worker.  About  25  percent  of  her  calls 
come  through  the  Hospitalization  De¬ 
partment  in  this  way.  By  contrast,  DC 
37  members  are  covered  by  the  City 
through  three  insurance  carriers.  DC  37 


Health  and  Security  Plan  administrators 
have  no  idea  which  members  will  soon 
enter  the  hospital. 

The  most  effective  means  of  reaching 
DC  37  members  seems  to  have  been 
through  union  literature  and  by  word- 
of-mouth  at  meetings  and  Informally  be¬ 
tween  workers.  Project  coordinator,  Anne 
Ricks  and  Dr.  McCarthly  adckessed 
scores  of  meetings  on  the  subject,  and 
word  gradually  spread.  Voluntary  utiliza¬ 
tion  of  second  opinion  rose  about  25  per¬ 
cent  between  the  program’s  first  and  sec¬ 
ond  years.  In  the  second  year,  about  15 
percent  of  DC  37  members  and  their  de¬ 
pendents  who  were  expected  to  undergo 
elective  simgery  obtained  a  second  opin¬ 
ion;  about  84  percent  of  Storeworkers 
members  and  dependents  scheduled  for 
elective  surgery  used  their  (mandatory) 
second  opinion  program.  (This  compari¬ 
son  is  not  standardized  to  eliminate  sex 
and  age  differences  between  the  two 
groups.) 

What  are  the  costs  and  benefits  of  pre- 
surgical  review?  Dr.  McCarthy  calculates 
that  consultants  fees  plus  charges  for 
diagnostic  tests  from  February  1972 
through  March  31,  1976,  averaged  $55 
per  consultation  for  the  3,721  patients 
who  obtained  a  second  opinion.  (On 
July  1,  1976,  fees  alone  rose  from  $25 
per  consultation  to  $40.)  The  total  cost 
of  operating  the  program  through 
March  31,  1976,  is  estimated  at  $300,000. 

Of  the  3,721  second  opinions,  1,099  sur¬ 
gical  procedures  did  not  confirm  the  need 
for  surgery.  These  1,099  surgical  proce¬ 
dures  would  have  cost  an  estimate  $2.4 
million.  Compared  to  $300,000,  that  re¬ 
presents  a  potential  return  of  8  to  1  for 
every  dollar  spent.® 

Why  potential?  Because  non-confirma¬ 
tion  of  the  first  opinion  does  not  neces¬ 
sarily  mean  no  surgery,  even  if  the  pa¬ 
tient  accepts  the  second  opinion  over 
the  first.  Non-confirmation  may  mean 
that  the  first  diagnosis  was  judged  to 
be  incorrect  by  the  consultant  and  that 
there  is  no  problem  needing  surgery;  it 
may  confirm  the  first  diagnosis,  but  in¬ 
dicate  other  treatment;  or  it  may  only 
postpone  surgery. 

“Our  hypothesis  is  that  some  of  those 
[patients  with  nmi-confirmations]  will 
ignore  the  consultant’s  advice  or  have 
surgery  later  if  their  symptoms  persist,’’ 
says  Dr.  McCarthy.  The  preliminary  re¬ 
sults  of  a  follow-up  study  indicate  that 
84  percent  of  the  non-confirmations  in 
the  volimtary  program  and  70  percent  in 
the  mandatory  program  did  not  go  in  for 
surgery  within  one  to  three  years.* 


» Eugene  G.  McCarthy,  "Mandatory  and 
Voluntary  Second  Opinion  Programs  In 
Greater  New  York  Area  and  National  Impli¬ 
cations,”  Dorothy  R.  Eisenberg  lecture.  Har¬ 
vard  Medical  School,  June  12,  1976. 

*  Ibid.  Whereas  70%  of  the  non -confirma¬ 
tions  In  the  mandatory  program  did  not  go 
on  for  surgery  within  the  one  to  three  years 
covered  by  the  preliminary  follow-up  study, 
only  9%  of  those  cases  receiving  a  confirma¬ 
tion  for  elective  surgery  did  not  have  the 
surgery  In  this  time  span.  A  surprisingly  high 
niunber  of  confirmations  in  the  voluntary 
program,  29%,  did  not  undergo  the  con¬ 
firmed  surgical  procedure.  This  recent  find- 


Assuming  that  84  percent  of  the  volun¬ 
tary  not-confirmed  cases  will  not  need 
surgery  later  for  the  same  problem  and 
that  the  cost  of  treating  them  non-stir- 
gically  Is  minimal,  what  might  a  union 
offering  voluntary  second  opinion  serv¬ 
ice  hope  to  save?  “  Voluntary  utilization 
of  Dr.  McCarthy’s  program  by  DC  37 
Plan  members  is  currently  running  at 
about  15  percent  of  those  expected  to 
undergo  elective  surgery.  Thirty-five  per¬ 
cent  of  this  15  percent  can  expect  a  non¬ 
confirmation  from  the  consultant.*^  Per¬ 
haps  as  many  as  84  percent  of  the  not- 
confirmed  cases  will  decide  against  sur¬ 
gery  and  will  find  that  they  do  not  need 
it  later. 

15%x35%x84%=4.4% 

This  represents  a  4.4  percent  reduction 

elective  surgery  and  considerable  sav¬ 
ings  on  a  significant  health  care  cost — 
surgical  and  related  charges  often  reach 
into  the  thousands  of  dollars  per  opera¬ 
tion — ^not  to  mention  lost  work  time  and 
distability  payments.  Mandatory  second 
opinion,  as  we  shall  see,  promises  even 
larger  savings. 

Second  opinion  offers  other  advan¬ 
tages,  too.  Saving  patients  the  pain  and 
risk  of  surgery  is  an  obvious  one.  Con¬ 
sumer  education  is  a  second:  sending 
workera  to  board-certified  specialists  ex¬ 
poses  some  to  quality  care  for  the  first 
time.  Both  Storeworker  and  DC  37  per¬ 
sonnel  commented  that  a  significant 
number  of  members  who  used  the  second 
opinion  program  dropped  their  original 
physician  in  favor  of  the  consultant.  And 
Dr.  McCarthy  reports  that  “In  a  num¬ 
ber  of  cases,  discussions  between  the  con¬ 
sultant  and  the  patient’s  physician  *  •  • 
alerted  the  patient’s  physician  to  a  dis¬ 
order  yet  imdetected.”  ** 

Another  possible  advantage  is  the  “sen-' 
tinel  effect.”  The  fact  that  physicians 
know  their  recommendations  for  sur¬ 
gery  may  be  reviewed  by  peers,  perhaps 
by  a  teaching  physician,  may  well  in¬ 
fluence  their  medical  judgments.  Mc¬ 
Carthy  reports  a  9  percent  decline  since 
1972-1973  in  the  percentage  of  Store- 
workers  members  receiving  a  first  opinion 
recommending  elective  surgery  (where- 


ing  may  significantly  qualify  the  results  of 
Dr.  McCarthy’s  research.  He  is  currently  ana¬ 
lyzing  in  greater  detail  the  data  on  confirmed 
ceises  that  did  not  undergo  surgery. 

“In  fact,  well  over  half  of  the  not-con¬ 
firmed  cases  that  did  not  have  surgery  also 
did  not  need  medical  treatment.  Usually 
medical  treatment  is  far  less  expensive  than 
surgery.  How-ever,  in  some  cases,  the  cost  of 
prolonged  medical  treatment  Instead  of  sur¬ 
gery  can  be  substantial.  Moreover,  in  cases 
where  surgery  is  only  deferred,  total  cost  may 
exceed  the  cost  of  immediate  surgery. 

Thirty-five  percent  is  the  non-confirma¬ 
tion  rate  for  all  voluntary  second  opinions 
rendered  in  Dr.  McCarthy’s  program  during 
its  first  four  years.  It  is  also  the  non-con¬ 
firmation  rate  for  the  first  two  years  of  the 
voluntary  program — ^before  other  health 
plans  joined  DC  37  in  Dr.  McCarthy’s  volun¬ 
tary  program. 

“Eugene  G.  McCarthy  and  Geraldine  W. 
Wldmer,  "Effects  of  Screening  by  Consultants 
on  Recommended  Elective  Surgical  Proce¬ 
dures,”  The  New  England  Journal  of  Medicine 
(December  19, 1974)  page  1334. 


FEDERAL  REGISTER,  VOL.  41,  NO.  182— FRIDAY,  SEPTEMBER  17,  1976 


NOTICES 


40303 


as  the  national  rate  of  surgery  per  capita 
increased  in  those  same  years) 

A  mandatory  program,  of  course,  offers 
the  potential  for  even  greater  savings. 
In  fact,  DC  37’s  second  opinion  service 
became  mandatory,  as  of  July  1976,  for 
elective  operations  costing  over  $500. 
This  represents  a  particularly  strong  en¬ 
dorsement  of  second  opinion,  and  not 
only  because  DC  37  Is  such  a  large  group. 
Since  the  greatest  share  of  its  hospital/ 
surgical  costs  are  paid  directly  by  the 
City  (through  insurance  carriers),  most 
of  the  savings  will  accure  to  the  City, 
not  the  DC  37  Fund  which  buys  only 
supplemental  hospital/health  benefits 
for  its  members. 

So  why  go  mandatory?  “Because  that’s 
the  best  way  to  serve  our  membership,” 
says  Plan  Administrator,  Nat  Linden- 
thal,  with  characteristic  brevity.  The 
issue  is  not  quite  that  simple. 

Mandatory  per-surgical  review  may 
well  save  more  money  than  voluntary  re¬ 
view,  because  it  reaches  more  patients. 
But  if  a  mandatory  project  reaches  X 
times  the  number  of  patients  that  a  vol¬ 
untary  project  reaches,  it  will  not  neces¬ 
sarily  return  X  times  the  number  of  non¬ 
confirmations. 

In  fact,  comparing  the  voluntary  DC 
37  project  with  the  mandatory  Store- 
workers  project,  McCarthy  found  that 
the  mandatory  program  reached  almost 
six  times  the  percentage  of  union  mem¬ 
bers  expected  to  undergo  elective  surgery 
as  did  the  voluntary  program,  84  percent 
and  15  percent  respectively.  However, 
the  percentage  of  mandatory  second 
opinions  that  did  not  confirm  the  need 
for  surgery  was  just  under  half  the  non¬ 
confirmation  rate  in  the  voluntary  proj¬ 
ect,  16  percent  and  35  percent  respec- 
tively.“  About  70  percent  of  the  manda¬ 
tory  non-confirmations  have  not  yet  im- 
dergone  the  surgery  in  question  (versus 
84  percent  in  the  voluntary  program). 
Therefore,  DC  37’s  switch  from  voluntary 
to  mandatory  second  opinion  has  the  po¬ 
tential  of  doubling  the  number  of  mem¬ 
bers  who  receive  non-confirmations  and 
who  do  not  go  on  for  surgery. 

^  Voluntary:  15%  X35%  X84%=4.4%. 

Mandatory:  84%X16%X70%=9.4%. 

Mandatory  pre-surgical  review  offers  a 
second  advantage.  Some  patients  fear  in¬ 
sulting  their  physician  by  initiating  a 
consultation.  Returning  to  the  personal 
physician  with  a  decision  not  to  have  the 
operation  is  particularly  difiiciilt.  “Are 
you  going  to  tell  my  doctor?”  is  the  ques¬ 
tion  union  members  most  often  ask  proj¬ 
ect  administrators  at  DC  37.  But  Store- 


“  Eugene  G.  McCarthy,  “Mandatory  and 
Voluntary  Second  Opinion  Programs  in  the 
Greater  New  York  Area  with  National  Impli¬ 
cations”:  Dorothy  R.  Eisenberg  lecture.  Har¬ 
vard  Medical  School,  June  12,  1976. 

The  higher  non-confirmation  rate  In  the 
voluntary  project  seems  to  result  from  self¬ 
selection  of  patients  who  are  very  anxious  or 
uncertain  about  their  particular  medical 
problem.  “Mandatory  and  Voluntary  Presur- 
gical  Screening  Programs:  An  Analysis  of 
Their  Implications,”  presented  by  Dr.  Eugene 
G.  McCarthy  at  the  annual  meeting  of  the 
American  Federation  of  Clinical  Research, 
May  2, 1976. 


workers  members,  though  sometimes 
bothered  by  the  same  problem,  have 
much  less  anxiety  on  this  point:  they  can 
lay  the  blame  on  the  imion,  which  re¬ 
quires  a  second  opinion. 

On  the  other  hand,  the  size  of  a  local. 
Its  structure  and  the  method  of  insuring 
health  benefits  may  complicate  the  task 
of  mandating  a  second  opinion.  Of  course, 
the  higher  volume  in  a  mandatory  proj¬ 
ect  will  require  more  intake  workers  and 
consultants.  And  if  imion  members  are 
widely  dispersed  and  the  project  is  man¬ 
datory,  the  consultant  grid  must  cover  a 
larger  region. 

The  method  of  enforcing  pre-surgical 
review  is  important,  too.  Self-insurance, 
as  in  the  Storeworkers  case,  gives  em¬ 
ployee  benefit  administrators  timely  ac¬ 
cess  to  information  on  members  sched¬ 
uled  for  surgery.  About  25  percent  of 
those  Storeworkers  Fund  members  who 
call  the  second  opinion  intake  worker  do 
so  only  after  being  reminded  of  the  pro¬ 
gram  when  they  call  the  Fund’s  Hospital¬ 
ization  Department.  There  is  no  compa¬ 
rable  reporting  system  for  members  of  DC 
37’s  Health  and  Security  Plan,  who 
choose  one  of  three  insurance  carriers  of¬ 
fered  by  the  City.  It  remains  to  be  seen 
how  DC  37  Fund  members  will  respond 
to  a  mandatory  project.  Surely,  if  many 
fmrget  and  undergo  elective  surgery 
without  a  second  opinion,  retroactive  en¬ 
forcement — denial  of  payment — ^will 
cause  dissatisfaction. 

More  important,  some  union  members 
do  not  want  to  see  a  second  physician  or 
be  confronted  with  a  choice  between  two 
different  medical  opinions.  (For  some 
patients,  even  visiting  the  family  doctor 
is  an  emotional  strain.)  ffhe  point  of 
making  a  program  mandatory  is  the 
union’s  threat  to  withhold  payment  un¬ 
less  its  members  do  obtain  a  second  opin¬ 
ion.  In  essence,  the  union  is  forcing  a 
change  in  the  process  by  which  members 
decide  about  their  own  medical  treat¬ 
ment. 

“The  big  problem  for  a  union  or  ran- 
ployer  with  mandatory  pre-surgical  re¬ 
view,”  says  William  Michelson,  “is  suf¬ 
ficient  courage  to  assume  medical  re¬ 
sponsibility  for  others.  The  membership 
is  likely  to  resent  it.” 

Not  that  commitment  is  unimportant 
in  a  voluntary  program:  indeed,  leader¬ 
ship  makes  a  crucial  difference  in  both 
kinds  of  pre-surgical  review.  Utilization 
varies  considerably  among  the  many 
locals  offering  a  voluntary  second  opin¬ 
ion  benefit.  “It  varies  directly  with  the 
enthusiasm  of  union  and  management 
leadership  in  promoting  the  idea,”  says 
McCarthy. 

Sponsorship  is  another  key  variable  in 
voluntary  and  mandatory  pre-surgical 
review.  “Our  members  like  the  program,” 
says  Nat  Lindenthal,  “because  they  fig¬ 
ure  ‘this  is  a  union  doctor  you’re  sending 
me  to.’  ”  By  contrast,  other  New  York 
City  employees  have  responded  very 
poorly  to  a  second  opinion  program  spon¬ 
sored  by  the  Chty  itself. 

The  feeling  that  this  is  a  union  pro¬ 
gram  Is  reinforced  by  intake  workers  at 
DC  37  and  Storeworkers  who  often  be¬ 
come  intimately  involved  in  their  mem¬ 


bers’  problems.  In  some  cases,  the  intake 
worker  makes  as  few  as  two  calls — one 
to  the  consultant  for  an  appointment 
and  then  one  to  inform  the  member.  In 
other  cases,  the  Intake  woi^ers  make  as 
many  as  ten  or  fifteen  calls.  Members 
ask  them  for  advice  on  whether  or  not 
a  second  opinion  is  needed,  or  even,  after 
the  second  opinion,  advice  on  what  to 
do.  Their  role  extend  far  beyond  clerical 
work  to  that  of  patient  counselor.  Their 
advice  converts  a  referral  mechanism 
into  a  real  health  service. 

II.  Prospective  Review  of  Dental  Care 

PREDETERMINATION  AND  ALTERNATE  COURSE 

OP  TREATMENT  FOR  THE  UNITED  FEDERA¬ 
TION  OP  TEACHERS  WELFARE  FUND 

Cost  controls  pioneered  by  the  United 
Federation  of  Teachers  (UFT)  Welfare 
Fund  in  New  York  City — and  spreading 
rapidly  to  national  employee  benefit 
agreements — ^have  reduced  premliuns  for 
dental  insurance  as  much  as  4.8  percent. 
Implementation  of  these  innovations  re¬ 
quires  a  willingness  on  the  part  of  unions 
or  employers  to  Intervene  in  the  dental 
care  of  employees,  to  give  the  payer  a 
voice  in  what  is  done.  For  this  reason, 
the  UPT  program  met  with  initial  op¬ 
position  from  dental  societies,  fearful  of 
unreasonable  interference  with  the 
patient-dentist  relationship.  But  when 
implemented  with  care  and  proper  re¬ 
gard  for  professional  standards  such 
problems  appear  to  be  resolvable. 

Employee  dental  benefits  are  mush¬ 
rooming.  Dental  care  coverage  is  prob¬ 
ably  the  fastest  growing  field  of  private 
health  Insurance,  up  from  an  estimated 
3  million  beneficiaries  in  1965  to  33  mil¬ 
lion  in  1974.’*  By  1980  that  number  may 
double.  Of  the  5  to  8  million  beneficiaries 
added  in  1975  alone,  the  largest  part  is 
traceable  to  new  benefits  won  through 
collective  bargaining.’* 

Just  as  the  introduction  of  Medicare, 
Medicaid  and,  before  that,  private  health 
Insurance  profoundly  affected  hospital 
and  medical  expenditures,  it  does  not 
seem  unreasonable  to  assume  that  recent 
and  future  growth  in  dental  insurance 
will  significantly  alter  fees  and  patterns 
of  utilization  in  this  area,  too.  Of  course, 
dentistry  presents  its  own  peculiar, 
though  not  entirely  unique,  problems  and 
possibilities  for  cost  control.  Increas¬ 
ingly,  labor,  management,  and  insurance 
companies  are  scrutinizing  two  areas  of 
dental  cost  in  particular. 

F’irst,  there  is  the  area  of  so-called 
“cosmetics.”  Though  often  inextricably 
entwined  with  “necessary”  dentistry, 
dental  work  designed  primarily  to  en¬ 
hance  personal  appearance  is  fairly  com¬ 
mon  and  expensive.  For  instance,  plac¬ 
ing  crowns  on  sound  teeth  only  to  im¬ 
prove  appearance  is  a  “cosmetic”  cost 


“Marjorie  S.  Mueller  and  Paula  A.  Piro, 
“Private  Health  Insurance  In  1974:  A  Re¬ 
view  of  Coverage,  Enrollment,  and  Financial 
Experience,”  Social  Security  Bulletin  (March 
1976)  Table  vn. 

Journal  of  the  American  Dental  Associa¬ 
tion,  Volume  92  (January  1976)  page  18. 
JADA  estimates  the  number  of  persons  cov¬ 
ered  by  dental  Insurance  In  1975  at  30 
million. 
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which  most  unions  and  employers  wish 
to  minimize  in  order  to  contain  costs  and 
concentrate  expenditures  on  “necessary” 
procedures.  However,  in  some  cases — 
such  as  adding  crowns  to  restore  badly 
broken  teeth — this  would  be  judged 
“necessary.”  Making  that  judgment  is  a 
problem  for  benefit  administrators :  cer¬ 
tain  procedures  they  cannot  simply  write 
out  of  insiu-ance  plans  as  being  purely 
“cosmetic”  because  such  procedures  may 
be  “cosmetic”  in  one  case  and  “neces¬ 
sary”  in  another. 

Second,  restorative  dentistry  often 
can  be  done  in  a  number  of  different 
ways,  each  carrying  a  different  price  tag. 
The  dentist’s  choice  of  materials — gold, 
silver  amalgam  or  composite — is  an  ob¬ 
vious  example.  Another  significant  area 
of  professional  discretion  is  the  choice 
between  full  and  partial  dentures:  in 
some  cases  the  dentist  can  save  decaying 
teeth  and  avoid  full  dentures  by  doing 
root  canal  and  other  restorative  work. 
But  this  can  cost  thousands  of  dollars 
and  still  fail. 

Thus,  the  problem  with  respect  to  den¬ 
tistry  covered  under  employee  benefits 
Is  to  determine  the  coiuse  of  treatment 
that  is  least  costly  but  still  meets  pro¬ 
fessional  standards  of  quality. 

To  solve  that  prcAlem  the  Welfare 
Fund  of  the  United  Federation  of  Teach¬ 
ers  in  New  York  City  piwieered  in  Pre¬ 
determination  of  dental  work  including 
so-called  Alternate  Course  of  Treatment 
(for  dental  work  costing  $100  or  more 
over  a  period  of  three  months  or  less) . 
■niis  is  a  two-part  method  of  prospective 
claims  review.  First,  in  Predetermina¬ 
tion,  the  Fund’s  insurance  carrier  re¬ 
views  the  proposed  treatment  for  neces¬ 
sity  and  appropriateness.  •Second,  if 
treatment  is  necessary,  dental  consult¬ 
ants  consider  alternatives  to  the  plan  of 
work  submitted  by  the  Fund  member’s 
personal  dentist.  Where  appropriate, 
consultants  will  suggest  a  less  costly  Al¬ 
ternate  Course  of  Treatment  (ACT)  and 
the  insurance  carrier  pays  accordingly. 
Thus,  Predetermination  and  ACT  let  the 
dentist  and  the  patient  know  in  advance 
what  the  benefits  will  be  so  they  can  de¬ 
cide  how  to  proceed. 

This  program  cmrently  reduces  den¬ 
tal  claims  against  the  UFT  Welfare 
Fund,  which  covers  some  250,000  teach¬ 
ers  and  dependents,  by  approximately  $1 
million  a  year.  It  is  the  model  for  simi¬ 
lar  programs  negotiated  recently  for 
automobile,  steel,  and  railway  workers. 

The  UFT  Welfare  Fund,  bom  of  nego¬ 
tiations  with  New  York  City  in  1965,  ad- 
mi^ters  City  contributions  to  buy  sup¬ 
plemental  benefits  for  teachers.  The  City 
pays  directly  for  insurance  to  cover  a  set 
range  of  medical,  hospital  and  smgical 
services;  for  supplemental  benefits  it 
makes  a  per  capita  contribution  to  the 
Fund.  Since  the  Fund  receives  a  specified 
cash  contribution  for  supplemental  ben¬ 
efits  rather  than  a  blank  check  for  what¬ 
ever  these  services  cost,  it  has  a  direct 
incentive  to  maximize  savings.  What¬ 
ever  ^e  Fund  saves  in  one  area  leaves 
that  much  more  money  availaUe  to  buy 
additional  benefits.  And  dental  b^efits  is 
its  largest  area  of  expense,  accoimting 
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for  $13.8  million  of  the  Fund’s  $30  mil¬ 
lion  outlay  in  1975. 

Prom  the  start.  Fund  Director  Ray¬ 
mond  Lizza  insisted  on  Predetermina¬ 
tion.  The  Fund’s  insurance  carrier,  Aetna 
Life  Insurance  Company,  soon  became 
convinced  of  its  practicality — Predeter¬ 
mination  in  one  form  or  another  has 
since  become  standard  in  many  group 
dental  plans.  However,  a  100  percent 
jump  in  the  Fund’s  dental  costs  between 
1969  and  1971  convinced  Lizza  and  UFT 
President,  Albert  Shanker,  of  the  need 
for  further  controls.  Aetna  and  the  F\md 
decided  to  implement  Alternate  Course 
of  Treatment  (ACT)  as  a  logical  exten¬ 
sion  of  Predetermination.  (Predetermi¬ 
nation  certifies  that  a  specific  dental 
problem  needs  treatment  which  is  cov¬ 
ered  under  the  benefit  agreement:  ACT 
represents  a  professionally  adequate  but 
generally  less  costly  method  of  treatment 
for  that  problem.)  ” 

Letters  announcing  the  new  program 
were  sent  out  to  the  membership  in  1971 
and,  with  this  announcement,  Albert 
Shanker  called  upon  the  members  to 
help  curtail  needless  waste.  His  message 
has  since  been  toned  down,  but  even  in 
revised  form  it  is  quite  blunt:  “ 

•  •  •  adverse  dental  claims  experience 
•  •  •  was  due  In  large  measure  to  unneces¬ 
sary  and  ill-advised  dental  procedures  and 
treatment.  We  found  that  sometimes  a  course 
of  treatment  was  prescribed  which  resulted 
in  exorbitant  charges.  These  charges  were  not 
always  warranted  •  •  • 

State  and  local  dental  societies  reacted 
swiftly:  delegations  called  on  Lizza  and 
Aetna  to  protest  this  criticism  and  the 
proposed  “interference”  with  the  patient- 
dentist  relationship.  “That  first  year  was 
very  trying,”  recalls  Arthur  Kulick, 
D.D.S.,  Aetna’s  in-house  consultant  on 
the  UFT  program. 

As  a  result  of  these  meetings,  Aetna 
and  the  Fund  agreed  to  modify  their 
program  by  submitting  contested  cases  to 
peer  review  by  local  dental  societies. 
Since  then,  organized  opposition  from 
dentists  in  New  York  has  diminished. 
New  York  State  Dental  Society  Director, 
Seymour  Nash,  D.D.S.,  now  urges  pro¬ 
grams  like  UFT’s  to  use  professional 
standards  for  determining  adequate 
dental  care.  However,  similar  programs 
in  Texas  are  encountering  great  dif¬ 
ficulty  because  many  dentists  there  re¬ 
fuse  to  submit  proposed  work  plans  to 
insurance  carriers  for  Predetermination 
and  ACT. 

“Things  are  running  very  smoothly 
now  in  our  program,”  says  consultant 
Kulick,  a  practicing  dentist  for  47  years 
and  Chief  of  Clinics  at  Mount  Sinai 
Hospital  (The  participation  of  a  re¬ 
spected  health  professional  enhanced  the 
program’s  acceptance  among  dentists 
and  helped  in  recruiting  most  of  the  pro¬ 
gram’s  22  outside  examining  consult- 


”  Though  generally  less  costly  than  the 
original  proposal,  ACT  is  occasionally  a  more 
complete  and  more  costly  plan  of  treatment 
than  the  original  dentist’s  proposal. 

“  Albert  Shanker's  “Message  from  the 
Chairman  of  the  Board  of  Tnistees,”  In  the 
Seventh  Annual  Report,  1971/72,  of  the  UFT 
Welfare  Pxmd. 


ants — in  this  case,  academics  and  other 
highly  regarded  dentists.) 

The  UFT  Fund  receives  a  total  of  about 
3,000  dental  claims  a  week  which  it 
checks  for  proper  identification  and  then 
forwards  to  Aetna.  As  the  program  now 
operates.  Fund  members  and  their 
dentists  are  required  to  send  the  Fund 
an  identification  form,  x-rays,  and  a 
chart  of  the  dentist’s  plan  of  work  for 
any  treatment  that  will  cost  more  than 
$100  within  the  course  of  three  months 
or  less.  These  are  reviewed  by  claims 
processors  and  then  by  analysts — ^more 
experienced  processors — who  pass  on 
those  that  seem  questionable  (about  400 
a  week)  to  the  in-house  consultant.  Only 
he  can  disallow  or  propose  benefits  based 
upon  an  alternate  treatment — ^usually 
after  discussing  the  case  with  the 
patient’s  original  dentist.  The  whole 
process  takes  about  two  weeks.  In  March 
1976,  the  latest  month  for  which  figures 
are  available,  250  claims  reductions 
saved  $73,000,  or  about  $290  per 
reduction. 

If  Dr.  Kulick  cannot  make  a  decision 
without  an  examination  of  the  patient, 
a  letter  is  sent  to  the  UFT  Fimd  mem¬ 
ber — and  his  dentist — requesting  that 
the  member  make  an  appointment  for 
an  examination  with  one  of  Aetna’s  22 
outside  dental  consultants.  For  the  ten 
to  fifteen  patients  a  week  who  are  asked 
to  see  an  outside  consultant,  the  total 
time  for  claims  review  can  stretch  from 
a  couple  of  weeks  to  a  couple  of  months, 
depending  on  how  far  the  process  goes. 
If  there  is  strong  disagreement  between 
Aetna  and  either  the  patent  or  the  origi¬ 
nal  dentist,  the  matter  is  then  referred 
to  the  peer  review  mechanism  of  the  local 
dental  society.  About  one  or  two  cases 
a  month  go  this  far. 

Dental  work  plans  submitted  to  the 
UFT  Fund  but  not  reimbursed  because  of 
Predetermination  and  Alternate  Course 
of  Treatment  (ACT)  would  have  cost 
the  Fund  an  additional  $1.04  million  in 
dental  benefits.  ’Thip  represents  a  savings 
equal  to  nearly  8  percent  of  its  dental 
premiums  and  some  $200,000  more  than 
the  cost  of  Aetna’s  entire  dental  claims 
administration  for  UFT.  The  addition  of 
Predetermination  and  ACT  increases  the 
expense  of  claims  settlement,  but  in  the 
final  analysis,  it  produces  a  significant 
net  savings:  for  Aetna’s  most  common 
type  of  group  contract,  premiums  are  re¬ 
duced  by  4.8  percent  for  employees  and 
3.5  percent  for  their  dependents  when 
these  programs  are  added. 

More  than  two-thirds  of  that  net  sav¬ 
ings  is  ascribed  to  ACT.  Exact  figures  for 
the  cost  of  ACT  alone  are  not  available 
but  an  analysis  by  Aetna  of  data  from 
across  the  country  places  the  cost  of  con¬ 
sultant’s  fees  and  salary  for  ACT  at  $4.87 
per  consultation.  In  New  York  City,  this 
figme  is  $3.73  per  consultation,  or  about 
$80,000  annually  for  the  UFT  Fund. 

Conceptually,  the  F\md’s  dental  cost 
controls  are  a  hypbrid  of  standard  claims 
review — albeit  prospective — and  some¬ 
thing  resembling  pre-surgical  second 
opinion  (see  case  study  No.  I).  Unlike 
pre-surgical  review,  A(T  is  mandatory 
both  in  the  sense  that  members  must 
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submit  to  review — ^those  who  forget  to 
submit  claims  beforehand  (some  5  per¬ 
cent  of  UFT  dental  claims)  are  reviewed 
post  facto — and  In  the  sense  that  patients 
must  accept  the  carrier’s  decision  in  so 
far  as  UFT  payment  Is  concerned. 

The  union’s  contribution  Is  a  strong 
commitment  to  cost  control,  even  at  the 
risk  of  angering  union  members  who  may 
resent  interference  with  “their”  dentist. 
“They  back  us  all  the  way,”  says  Mam-ice 
Madden,  Aetna’s  Group  Division  Man¬ 
ager  in  New  York,  “That’s  why  it  works.” 

In  other  words,  UPT  guards  against 
the  Inclination  to  administer  benefits 
wastefully.  Fund  officials  have  taken  a 
strong  stand  on  “pinching  pennies,”  even 
to  the  extent  of  requiring  that  members 
write  rather  than  telephone  for  informa¬ 
tion.  It  Is  noteworthy,  then,  that  a  1971 
survey  by  the  UFT  showed  that  of  all  the 
services  associated  with  the  union,  mem- 
unlon,  the  leadership  appears  to  be  ap¬ 
preciation  of  the  Welfare  Fund.  In  this 
union,  the  leadership  appears  to  be  ap¬ 
preciated  for  its  policy  conserving  bene¬ 
fit  dollars,  because  members  imderstand 
that  the  money  saved  in  one  area  buys 
additional  benefits  in  another  area. 

m.  Consumer  Leverage  on 
Prescription  Prices 

THE  UFT  VFELFARE  FUND  AND  THE  ILGWU 
HEALTH  SERVICES  PLAN 

Hie  two  programs  imder  study  here 
attonpt  to  influence  drug  prices  rather 
than  patterns  of  drug  utilization.  Such 
controls  can  reduce  retail  drug  prices  an 
estimated  15  percent  or  more.  Unlike 
physician,  dentist  or  hospital  service 
controls  which  often  aim  to  reduce  In¬ 
appropriate  utilization,  the  UFT  and 
ILOWU  prescription  plans  take  advan¬ 
tage  of  the  consumer  power  and  negoti¬ 
ating  expertise  of  organized  labor  to  re¬ 
duce  the  unit  price  of  health  services. 
The  key  ingredient  Is  consumer  leverage 
based  on  volume  purchasing.  As  such, 
these  programs  are  equally  adaptable  to 
drug  benefits  administered  by  large  em¬ 
ployers  or  insurance  companies.^* 

The  united  Federation  of  Teachers 
( OPT)  Welfare  Fund  In  New  York  City 
uses  a  program  that  is  now  widespread 
among  health  and  welfare  fimds  in  that 
city  and  growing  elsewhere:  contractual 
agreements  with  thousands  of  retail 
pharmacies  to  pay  the  wholesale  price  for 
prescription  drugs,  plus  a  fixed  ‘profes¬ 
sional  fee’  for  the  dispensing  service. 
The  International  Ladles’  Garment 
Workers  union  (ILGWU)  has  taken  a 
less  common  approach:  its  nationwide 
Health  Services  Plan  offers  a  mail-order 
prescription  service  that  achieves  sig¬ 
nificant  economies  of  scale.  Prescriptions 
are  sent  by  members  to  one  of  four  large 


»  Some  prescription  drug  plans  do  attempt 
to  influence  utilization  patterns  through 
physician  education  and  other  means.  Paid 
Prescriptions,  a  beneflt  administrator  for 
many  employee  health  plans,  is  one  of  a 
number  of  such  organizations  that  tries  to 
reduce  "Irrational”  prescribing  patterns  and 
convince  physicians  to  write  prescriptions 
for  generic  drugs — which  are  often  less  ex¬ 
pensive  than  name  brand  drugs — ^whenever 
practical. 


pharmacies  where  they  are  filled  In  a 
partially  automated  process  and  then 
mailed  back. 

Thus,  the  UFT  drug  service  offers  its 
members  maximum  convenience  and 
speed.  They  can  purchase  the  whole 
range  of  prescription  drugs  at  almost  any 
pharmacy  in  the  New  York  City  area. 
Savings  are  achieved  through  control  of 
the  retail  mark-up;  these  savings  average 
an  estimated  15  percent  to  20  percent  of 
retail  market  prices.**  The  dispensing 
costs  of  prescriptions  ordered  through  the 
ILGWU  Plan  mail-order  service  are  even 
lower  than  those  in  the  UFT  Plan.  Sig¬ 
nificant  savings  on  mail-order  service 
result  from  efficiencies  achieved  through 
automation  and  specialization  of  labor 
as  well  as  savings  on  bulk  purchase  of 
supplies  directly  from  th.;  inanufactvu*er. 

The  UFT-type  drug  service,  using 
neighborhood  retail  outlets  on  contract 
with  the  Fund,  dates  back  several 
decades.  This  type  of  service  is  now  used 
by  hundreds  of  thousands  of  New  Yorkers 
covered  under  drug  programs  associated 
with  the  UFT’s,  AFSCME’s,  Service  Em¬ 
ployees’,  and  Carpenters’  Funds,  Medi¬ 
caid,  Blue  Ooss-Blue  Shield,  and  other 
health  plans.  It  is  less  common,  but  not 
tmusual,  in  other  cities  and  has  spread 
to  national  benefit  agreements  covering 
automobile  and  ste^  workers. 

The  UFT  Welfare  Fimd  adopted  this 
concept  at  the'f^d’s  beginning  in  the 
mld-1960’s.  The  Fund  receives  a  direct 
per  capita  contributlcm  from  New  York 
City  for  whatever  supplemental  health 
benefits  the  money  will  buy.  Savings  on 
one  beneflt  are  plowed  into  other  bene¬ 
fits,  so  the  Fund’s  Incentive  to  economize 
is  strong. 

The  UFT  Fund  now  has  contracts  for 
its  prescription  service  with  some  3,000 
pharmacies  in  the  area,  about  85  percent 
of  the  total.  These  contracts  are  stand¬ 
ardized  agreements  that  the  Fund  win 
pay  the  published  wholesale  (Red  Book) 
price  of  any  prescribed  dnig  plus  a  $2 
‘professional  fee’  on  each  order  and  each 
refill. 

How  does  the  service  work?  The 
250,000  members  of  the  UFT  Fund — 
teachers  and  their  dependents — ^receive 
an  Identification  card  and  drug  order 
forms  from  the  Fund.  A  form  for  each 
order  is  completed  by  the  prescribing 
physician  and  presented  by  the  Fund 
member  along  with  an  identification  card 
to  any  participating  pharmacy.  The  order 
is  filled  without  charge  to  the  member 
and  the  pharmacist  forwards  one  copy 
of  the  form  to  the  Pimd  for  reimburse¬ 
ment.  (Fund  members  who  pay  for  pre¬ 
scription  drugs  because  they  forgot  their 
identification  card,  used  a  local  non-par¬ 
ticipating  pharmacist  purchased  drugs 
out-of-state,  etc.,  are  reimbursed  directly 
for  that  portion  of  the  price  that  would 
be  covered  under  the  pharmacy  con¬ 
tracts.) 


Martin  E.  Segal  Company  compared  cost 
per  prescription  to  the  UFT  Fund  and  simi¬ 
lar  programs  with  a  sampling  of  \mcon- 
trolled  retail  prices  and  a ^sampling  of  prices 
paid  by  UFT  Fund  members  who  purchased 
drugs  directly  without  UFT  Identiflcatlon 
cards  and  then  requested  reimbursement 
from  the  Fund. 


In  1975,  the  UFT  f\md  expended  some 
$24  million  on  supplemental  health  brae- 
fits,  of  which  $4.4  million  paid  for  754,125 
drug  claims,  or  $5.81  per  prescription 
order  filled.  An  additional  estimated  10 
percent  represents  the  cost  of  adminis¬ 
tration  and  drug  claims  review,  bringing 
the  total  average  cost  per  prescription  to 
$6.39.  Unfortunately,  current  figures  for 
the  cost  of  drugs  purchased  directly  by 
New  Yorkers  on  the  open  market  are  not 
readily  available.  However,  studies  done 
in  the  early  1970’s  found  that  the  UFT 
Fund  and  comparable  programs  were 
paying  an  average  of  20  percent  less  than 
retail"  market  price.**  That  20  percent 
figure  may  have  changed  in  the  interval 
because  of  a  significant  rise  in  both 
wholesale  and  retail  drug  prices  in  the 
past  two  years.  But  the  15  percent  to  20 
percent  range  is  still  considered  a  rea¬ 
sonable  estimate  by  UFT  Fund  consult¬ 
ant  and  Martin  E.  Segal  Company  Senior 
Vice  President,  Sidney  Braverman.  Ap¬ 
parently,  retail  pharmacists  in  New  York 
City — who  argue  that  they  are  being 
‘squeezed’  by  the  low  ‘professional  fee’ 
allowed — agree  that  a  significant  price 
differential  does  exist. 

The  UFT  Fimd  prescription  drug  serv¬ 
ice  does  not  substantially  improve  the 
cost  picture  for  its  providers.  Rather,  the 
UFT  Fund  is  able  to  lower  the  retail 
mark-up  through  consmner  leverage  In 
a  relatively  competitive  retail  maiket. 
(The  thousands  of  retail  pharmacists 
with  whom  the  UFT  contracts  are  pro¬ 
hibited  by  law  from  combining  for  pur¬ 
poses  of  negotiation.) 

Not  surprisingly,  area  pharmacists 
resent  this  inequality  in  bargaining  posi¬ 
tions.  Executives  of  both  the  New  Y(»’k 
State  and  City  retail  pharmacy  associa¬ 
tions  have  attempted  to  change  state  laws 
so  as  to  allow  combination  for  purposes 
of  such  negotiatiras.  One  association  has 
considered  a  law  suit  against  beneflt 
funds  on  the  grounds  of  unfair  practices 
in  restraint  of  trade. 

The  adversary  relationship  between 
the  UFT  fund  and  some  three  thousand 
New  York  City  pharmacists  may  have 
implications  for  quality  and  cost  of  dally 
service.  It  raises  the  need  for,  and  cost 
of,  a  claims  review  system.  The  UFT  drug 
benefit  carries  high  (10  percent)  admto- 
istrative  costs  because  the  PVnd  does 
conduct  detailed  claims  review.  It  em¬ 
ploys  eleven  full-time-equivalent  phar¬ 
macists  at  a  cost  of  several  hundred 
thousand  dollars  per  year  in  salaries 
alone.  (By  contrast,  in  the  ILGWU 
Plan,  only  one  administrator  has  phar¬ 
maceutical  experience.  The  rest  of  his 
staff  consists  of  an  office  supervisor,  four 
clerks  and  legal,  accoimtlng  and  secre¬ 
tarial  support.  Claims  review  is  handled 
in  the  mail-order  pharmacies — which  the 
ILGWU  Fimd  audits  and  verifies  with 
electronic  data  processing  controls  and 
contact  with  ILGWU  I^axLusers.) 

The  UFT  Fimd’s  extensive  claims  re¬ 
view  is  directed  largely  at  attempts  to 
cheat,  on  the  part  of  members  or  phar¬ 
macies.  Forms  of  cheating  include  order¬ 
ing  non-prescription  drugs,  ordraing 
drugs  for  a  friend  or  relative  not  covered 


“Ibid. 
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under  the  Plan,  shorting  on  the  part  of 
pharmacists,  charging  for  hlidier  priced 
drugs  than  those  ordered,  and  fee  split¬ 
ting  between  pharmacists  and  Plan 
members. 

Not  only  are  these  methods  of  cheating 
possible  In  the  UTT*  Pimd  program,  but 
the  pharmacists  may  feel  Justified  or 
even  pressured  Into  them  by  an  adversary 
relationship  with  the  payer.  In  fact,  the 
DPT  Fund  has  terminated  contracts 
with  several  hundred  pharmacies  for  ex¬ 
tensive  cheating  In  the  last  decade.  In 
other  words,  unfortunately  some  part  of 
the  savings  from  Fund  leverage  on  retail 
pharmacies  Is  siphoned  Into  detailed 
claims  review. 

The  ILGWU  Health  Services  Plan  pro¬ 
vides  a  national  mail-order  prescription 
program.  In  consideration  of  the  limited 
fimds  available  to  service  a  widely  dis¬ 
persed  population,  the  trustees  designed 
a  program  for  providing  maintenance 
drugs  required  for  long-term  therapy. 
This,  say  the  Plan  administrators,  was 
a  conscious  decision  made  at  the^  sacrifice 
of  providing  emergency  prescriptions. 

The  ILGWU  Health  Services  Plan  is 
an  employer-union  administered  Taft- 
Hartley  trust  fund  which  covers  all 
UiGWU  members  and  is  financed  by  a 
percentage  of  payroll  contribution  from 
epaployers.  Like  the  UFT  Fund,  it  has  an 
Incentive  to  maximize  savings  in  order 
to  maximize  benefits  from  limited  fund¬ 
ing.  The  mail-order  prescription  service 
began  operation  in  March  1969  for 
ILGWU  active  members  and  dependents 
(an  estimated  1,125,000  persons  in  1975). 
It  was  extended  to  retirees  and  their 
dependents  (estimated  at  125,000  in 
1975)  in  September  1971.  To  obtain  the 
benefit,  a  Plan  member  mails  an  identifi¬ 
cation  card  with  the  prescription(s) 
and  (me  dollar  copayment  for  each  drug 
ordered  to  the  designated  pharmacy 
serving  his  or  her  region  of  the  coimtry. 
The  member  receives  the  drug(s)  in  the 
mail,  usually  within  3-6  days. 

Unlike  the  UFT  Fund,  the  ILGWU 
Flan  pays  one  fiat  contract  price  for 
every  prescription  filled.  That  price, 
which  is  negotiated  separately  with  each 
pharmacy  annually,  includes  a  built-in 
“professional  fee”  of  to  85^.  In  ad- 
diti(m,  the  Plan  pays  the  pharmacies  a 
monthly  supplemental  adjustment  to  the 
contract  price,  based  on  variations  in 
wholesale  drug  costs.  This  elminates  the 
detail  work  involved  in  pricing  himdreds 
of  thousands  of  prescriptions  of  varying 
drug  costs  and  (]Uhntities. 

The  ILGWU  Kan’s  “professional  fee” 
is  so  low — less  than  half  the  UFT  Fund’s 
$2  fee— because  mail-order  pharmacies 
consistently  realize  significant  savings 
on  both  the  acqulsiticm  price  they  pay 
for  wholesale  supplies  and  the  cost  of 
dispensing  drugs.  Also,  the  high  volume 
of  mail-order  pharmacy  sales  allows 
them  to  make 'a  reasonable  profit  on  rel¬ 
atively  low  unit  margin. 

In  other  words,  the  ILGWU  Plan  has 
adopted  the  principle  of  organized  con- 
sumer  leverage— em^oyed  by  the  UFT 
Fund  to  influence  prices  in  thousands  of 
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retail  pharmacies — and  extended  it  back 
one  step  in  the  prescription  drug  dis¬ 
tribution  chain.  T^ereas  a  large  neigh¬ 
borhood  pharmacy  may  fill  a  total  of 
several  himdred  orders  a  day,  the  mail¬ 
order  pharmacies  fill  a  daily  average  of 
6,300  n/SWU  orders  alone.  As  a  whole¬ 
sale  purchaser,  a  mail-order  pharmacy 
filling  hundreds  of  thousands  of  orders 
a  year  can  cut  acquisition  costs  signifi¬ 
cantly  more  than  many  individual  re¬ 
tail  pharmacies  can.  As  a  volume  proc¬ 
essor  of  prescription  orders,  it  can 
achieve  significant  economies  of  scale. 

Critics  of  mail-order  drug  service 
claim  tl^at  it  achieves  economies  of  scale 
at  the  cost  of  disrupting  the  physician- 
patient-pharmacist  relationship.  Various 
state  boards  of  pharmacy  have  proposed- 
regulations  prohibiting  mail-order  phar¬ 
macy  because  of  the  presumed  disrup¬ 
tion  of  this  tripartite  relationship.  Ken¬ 
neth  Griswald,  Chairman  of  the  Judicial 
Board  of  the  American  Pharmaceutical 
Association,  stated  in  the  American 
Druggist  (April  17,  1972) :  “It  is  usually 
impossible  for  a  pharmacist  in  a  mail¬ 
order  pharmacy  to  render  each  patient 
the  full  measure  of  his  professl(mal  abil¬ 
ity  and  to  exercise  proper  professional 
judgments  and  skill.  He  has  no  personal 
knowledge  of  the  patient  or  the  prescrib¬ 
ing  physician  on  which  to  base  his  judg¬ 
ments  •  •  •’• 

On  the  other  hand,  it  is  apparent  that 
typical  practice  in  many  of  today’s  walk- 
in  retail  pharmacies  does  not  provide  for 
a  substantive  personal  relationship  be¬ 
tween  pharmacist,  physician  and  pa¬ 
tient.  Moreover,  ILGWU  mail-order 
pharmacies  maintain  patient  profiles 
and  a  WATS  telephone  line  for  calling 
the  prescribing  physician  when  a  ques- 
tlcm  arises.** 

The  four  pharmacies  participating  in 
the  ILGWU  Plan  are  located  in  Massa¬ 
chusetts.  New  Jersey,  Pennsylvania  and 
Florida.  Florida  services  all  members  lo¬ 
cated  in  the  Southeast  and  west  of  the 
Mississippi.  Three  to  six  days  is  the  time 
range  for  a  roxmdtrlp  prescription  mail 
order,  though  service  to  the  West  Coast 
may  be  seven  or  eight  days.  The  phar- 


“  Another  Issue  often  raised  In  the  <5on- 
text  of  general  debate  over  the  value  and 
advisability  of  having  mall-wder  pharma¬ 
cies  is  the  problem  of  fraud.  Driigs  have  been 
pvu'chased  Ulegally  by  maU  with  the  use  of 
bogus  prescriptions.  However,  wi  investiga¬ 
tion  by  the  UA.  Bureau  of  Narcotics  and 
Dangerous  Drugs  found  that  mail-order 
pharmacies  are  not  a  major  source  of  such 
abuse  and  fraud.  John  Ingersoll,  Director  of 
the  Bureau,  stated  at  the  annual  meeting  of 
the  National  Association  of  Retail  Druggists 
In  1972:  “On  the  contrary,  the  level  of  com¬ 
pliance  (of  mail-order  pharmacies)  with  the 
Drug  Abuse  Control  Amendmento  of  1966 
compares  reasonably  well  with  the  general 
run  of  prescription  pharmacies  •  •  •  Oener- 
ally.  It  would  appear  that  drug  abusers  are 
more  likely  to  select  a  retail  pharmacy  rather 
than  a  mail-order  pharmacy  to  attempt  to 
psiss  a  forged  prescription  •  •  •“  Quoted  In- 
Albert  I.  Wertheimer  and  James  E.  Knoben, 
“The  Mall  Order  Prescription  Drug  Indus¬ 
try.”  Health  Service*  Report*  (November 
1973) ,  p.  886. 
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macies  must  fill  and  mail  orders  within 
24  hours  of  receipt. 

Incoming  mail  orders  are  opened  by 
clerical  personnel  who  remove  the  $1 
copayment  and  pass  the  prescription  on 
to  professional  pharmacists.  A  pharma¬ 
cist  screens  the  prescription,  deciphers 
hand  writing,  flags  orders  which  can  be 
purchased  over  the  coimter  (and  there¬ 
fore  are  not  covered  by  the  benefit) ,  and 
communicates  with  the  prescribing  phy¬ 
sician  if  other  problems  necessitate  it. 
The  prescription  is  then  fed  to  a  com¬ 
puter  which  produces  appropriate  mail¬ 
ing  and  labeling  forms;  checked  against 
known  allergies  and  other  data  from  the 
patient’s  computerized  medical  history; 
and  then  filled  by  hand  or  machine — de¬ 
pending  on  the  nature  of  the  prescrip¬ 
tion — in  the  pharmacist-staffed  dispens¬ 
ing  section.  Ihe  prescription  is  trans¬ 
ported  by  conveyer  belt  to  the  quality 
control  department  for  final  inspection 
by  another  pharmacist,  and  then  on  to 
packaging  and  mailing. 

Division  of  labor,  automation,  bulk 
purchase  of  supplies  and  production  con¬ 
trols  at  the  pharmacy  result  in  significant 
savings  to  ILGWU’s  Health  Services 
Han.  In  1975,  the  Plan  paid  $8,259,348 
for  1,859,708  mall  orders,  or  $4.44 
per  drug  ordered  (Including  mailing 
costs  which  averaged  24^  per  order) .  The 
members’  $1  copayment  brings  the  total 
to  $5.44.  The  ILGWU  Plan’s  adminlstra-’ 
tive  expenses  averaged  only  18^  a  claim 
in  1975,  or  3.3  percent  of  prescription 
prices  (versus  10  percent  for  the  UFT 
Fund) .  This  brings  the  total  average  ex¬ 
penditure  of  the  ILGWU  Han  and  its 
members  to  $5.62  per  prescription  (ver¬ 
sus  $6.39  for  the  UFT  Fund) . 

Clearly,  service  provided  by  the  UFT 
Fund  and  the  ILGWU  Plan  drug  benefit 
programs  are  not  ccxnparable.  Mall  or¬ 
der  lends  itself  to  maintenance  ther¬ 
apy — ^prescriptions  for  chronic  (long¬ 
term)  or  recurring  episodes — but  not  to 
treatment  of  acute  illness.  For  example, 
a  patient  in  need  of  penicillin  for  treat¬ 
ment  of  a  venereal  disease  would  not 
wait  three  to  six  days  for  a  mall  order; 
yet  a  woman  ordering  birth  control  pills 
can  anticipate  need  and  conveniently 
schedule  delivery.  While  the  UFT  Fund 
provides  the  convenience  of  a  broad 
range  of  prescription  drugs  available  at 
any  nelghborhcxid  pharmacy,  utilization 
of  the  ILGWU  Han  tends  to  concentrate 
on  drugs  for  maintenance  therapy. 

The  basic  difference  between  the  two 
programs  has  two  important  implications 
for  a  comparative  evaluation  of  them. 
First,  this  effects  differences  between  tiie 
two  programs  in  dosage  and  type  of  drugs 
prescribed,  so  that  a  compari^n  of  aver¬ 
age  cost  per  prescription  does  not  meas¬ 
ure  costs  for  (Comparable  pr(xiucts.  How¬ 
ever,  the  “professional  fee”  paid  by  the 
two  ftmds  does  not  vary  with  dosage  and 
type  of  drug  prescribed,  and  therefore 
represents  a  rough  measure  of  the  rela¬ 
tive  cost  savings  of  the  two  programs, 
’^he  difference  between  the  $2  fee  paid 
on  every  prescription  by  the  UFT  Fund 
and  the  to  8541  fee  paid  by  the  ILGWU 
Plan  gives  s(nne  indication  of  the  cost 
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efficiency  of  mail-order  versus  neighbor¬ 
hood  retail  dispensing." 

Second,  drug  benefits  under  the 
ILOWU  Plan  are  limited  In  comparison 
to  the  UPr  Fund’s.  Mail-order  service 
is  simply  not  practical  for  many  episodes 
of  acute  illness.  Utilization  figures  bear 
out  this  generalization:  In  1975,  active 
UFT  Fund  members  and  their  depend¬ 
ents  averaged  three  prescriptions  each; 
active  ILGWU  Plan  members  and  de¬ 
pendents  mail-ordered  an  average  of  only 
one  prescription  each.  By  comparison,  the 
average  animal  utilization  in  the  U.S., 
1964-65,  was  four  prescriptions  per  per¬ 
son  aged  65  or  under."  Of  the  375,000 
active  ILGWU  members  in  1975,  only 
27.7%  of  these  workers  (and/or  their  de- 
j)endents)  used  the  drug  service.  (A  com¬ 
parable  figure  for  the  UFT  Plan  is  im- 
avallable.) 

Oonv«»eIy,  mail  order  is  relatively  use¬ 
ful  for  the  elderly  who  tend  to  have  more 
chronic  illness.  Of  the  75,000  ILGWU 
retirees,  64.5%  of  these  members  (and/ 
'or  their  dependents)  used  the  plan.  (The 
National  Retired  Teachers  Association 
and  the  Association  of  Rethed  Persons 
have  one  of  the  largest  mail-order  drug 
programs  in  the  country.) 

Thus,  the  ILGWU  Plan  drug  benefits 
are  less  costly,  but  also  less  extensive 
than  the  UFT  Fund’s.  In  other  words, 
bypassing  the  local  pliarmacist  offers 
more  savings  than  trying  to  control  his 
prices.  However,  this  eliminates  the  con¬ 
venience  of  a  local  dispensary,  restricts 
the  availability  of  benefits,  and  elimi¬ 
nates  the  verson  of  the  pharmacist  so  far 
as  the  patient  is  concerned. 

The  trade-off  on  both  sides  is  sig¬ 
nificant,  though  several  points  merit 
note.  First,  both  plans  appear  to  achieve 
significant  cost  savings. 

Second,  considerations  other  than  the 
trade-off  between  greater  savings 
through  mail-order  and  more  convenient 
access  to  a  broader  range  of  prescriptions 
through  the  UFT  Fund  are  also  im¬ 
portant  In  evaluating  these  two  pro¬ 
grams.  For  Instance,  the  socio-economic 
status  of  beneficiaries  is  likely  to  affect 
their  willingness  to  wait  three  to  six  days 
in  ord^  to  receive  free  (or  virtually  free) 


•  The  "professional  fee”  is  paid  on  each 
and  every  order,  regardless  of  the  drug  or 
dosage  prescribed.  It  Is  not  directly  Influenced 
toy  wholesale  drug  prices.  Therefore,  the  dif¬ 
ference  In  fees  paid  by  the  two  programs  Is  a 
"better"  measurement  of  the  cost  efliclen- 
clee — ^regardless  of  type  of  drug  prescribed — 
of  the  two  approaches  than  is  difference  In 
total  prescription  price. 

However,  the  fee  Is  still  not  a  "pure”  meas¬ 
ure  of  the  cost  of  comparable  service.  The 
"professional  fee”  Is  Influenced  Indirectly  by 
prescribing  patterns.  For  example.  In  1973 
when  the  UFT  Fund  Increased  the  allowable 
dosage  it  would  relmbvirse — In  order  to*  reduce 
the  number  of  refills — It  raised  the  fee  paid 
from  $1.80  to  $2.00.  Also,  the  fee  is  affected 
by  prescribing  patterns  Insofar  as  the  time 
and  cost  of  actually  filling  orders — wholesale 
supply  prices  aside — may  vary  somewhat  with 
the  class  and  quantity  of  drug  prescribed. 

a*  The  Task  Force  on  Prescription  Drugs, 
The  Drug  Users,  Of&ce  of  the  Secretary, 
DHKW  (December  1968) ,  Table  XXII,  page  22. 


prescription  drugs.  It  is  plausible  that 
middle-class  teachers,  who  can  readily 
afford  $50  or  $60  a  year  for  drugs,  might 
consider  the  inconvenience  and  imper¬ 
sonal  character  of  mail-order  service  to 
be  a  prohibitive  disadvantage.  Another 
consideration  is  the  willingness  of  neigh¬ 
borhood  pharmacists  to  contract  with  a 
benefit  fund  for  a  fixed  "professional  fee” 
and  the  difficulties  of  establishing  con¬ 
tracts  with  neighborhood  pharmacies  to 
serve  beneficiaries  in  many  different 
communities. 

Third,  it  should  be  noted  that  limiting 
one  benefit  is  not  necessarily  a  loss  for 
plan  members.  If  the  savings  from  a  lim¬ 
ited  drug  benefit  are  available  to  the 
membership  in  the  form  of  other  bene¬ 
fits,  there  may  in  fact  be  a  net  gain  in 
satisfaction  depending  upon  how  much 
members  value  various  benefits.  With  the 
savings  realized  in  the  ILGWU  Plan’s 
first  two  years  of  operation,  the  benefit 
was  extended  to  cover  retirees  and  their 
dependents.  One  consideration  of  rele- 
vance  here  is  the  opinion — ^voiced  by  UFT 
Fund  officials  among  others — that  the 
prescription  diTig  benefit  is  not  a  number 
one  health  care  priority,  since  the  cost 
of  drugs  is  not  usually  prohibitive  when 
paid  for  out-of-pocket.  Only  for  the 
chronically  ill  worker  or  for  retirees  liv¬ 
ing  on  a  fixed  budget  might  drug  costs  be 
prohibitive.  Of  course,  these  are  precisely 
the  members  who  are  most  likely  to  uti¬ 
lize  mail-order  prescription  service. 

And  last,  the  two  programs  are  not 
necessarily  mutually  exclusive.  The  com¬ 
plementary  advantages  of  each  might  be 
realized  by  combining  them  and  offering 
beneficiaries  their  choice.  Prescriptions 
for  chronic  (or  other)  conditions  could 
be  ordered  through  the  mails  without  a 
copayment  or  with  a  relatively  small  co¬ 
payment;  prescriptions  for  emergency 
and  acute  conditions  could  be  serviced 
by  local  pharmacists  with  beneficiaries 
paying  a  higher  copasnnent.  The  differ¬ 
ential  copayment  would  serve  as  a  finan¬ 
cial  inducement  to  order  through  the 
mails  when  that  is  practical;  when  im¬ 
practical  or  simply  less  convenient,  the 
beneficiary  can  choose  a  neighborhood 
pharmacist. 

IV.  Claims  Review  and  Information 

Management  at  Rockwell  Interna¬ 
tional 

Review  of  health  care  claims  by  third 
party  payers  in  order  to  detect  unwar¬ 
ranted  charges  is  common  practice.  How¬ 
ever,  detailed  review  can  be  a  hit  or  miss 
operation  when  applied  to  a  large  vol¬ 
ume  of  claims.  To  give  focus,  direction 
and  Incentive  to  its  program  of  claims 
review,  Rockwell  International  initiated 
an  information  management  system,  the 
Quarterly  Trend  Report,  in  1972.  Com¬ 
pany  executives  believe  that  the  Report 
and  the  actions  it  triggers  are  responsible 
for  significant  cost  savings,  though  ac¬ 
curate  measurement  of  costs  not  incurred 
is  of  course  difficult. 

The  Report  is  a  stieamlined  instru¬ 
ment  of  communications,  particularly 
well-suited  to  the  needs  of  large  mifitl- 
divisional  corporations.  Health  care  costs 
vary  considerably  between  plants  in  a 


large  company  and  can  significantly  af¬ 
fect  total  production  costs.  Tet  detailed 
data  on  the  cost  of  employee  benefits  are 
easily  lost  sight  of  in  the  flow  of  other 
information  to  corporate  headquarters. 
So  Rockwell  designed  the  Quarterly 
Trend  Report  to  quantify  the  cost  of  em¬ 
ployee  benefits  at  each  of  the  company’s 
himdreds  of  plants  and  to  identify  pri¬ 
orities  for  reviewing  claims.  The  Report 
does  this  by  breaking  down  claims  experi¬ 
ence  into  its  component  parts — surgical, 
hospital,  drug  charges,  etc. — for  each 
plant  and  comparing  actual  costs  with 
actuarially  expected  costs.  Plants  with 
excessive  claims  experience  are  then 
readily  identifiable  and  can  be  targeted 
for  detailed  review. 

Claims  review  is  the  retrospective  de¬ 
termination  of  whether  fees  charged 
were  reasonable,  whether  the  treatment 
was  medically  appropriate,  and  tiie  ex¬ 
tent  to  which  payment  is  obligated  under 
the  employee  benefit  agreement.  Pay¬ 
ment  on  claims  found  to  be  unwarranted 
may  be  denied  or  benefit  administrators 
may  resort  to  “jawboning”  (with  medical 
providers  or  employees)  aimed  at  reduc¬ 
ing  unwarranted  charges  in  the  future. 

Unlike  prospective  review,  prepaid 
group  practice,  or  health  planning, 
claims  review  and  control  does  not  entail 
extensive  systemwide  intervention  in  the 
delivery  of  health  care.  Rather,  it  focuses 
on  individual  unwarranted  claims  or  par¬ 
ticular  individuals  who  repeatedly  abuse 
the  benefit  plan.  Conceptually  and  ad¬ 
ministratively,  it  resembles  the  kind  of 
oversight  that  corporate  management  is 
familiar  with  In  other  areas  of  purchas¬ 
ing.  This  is  one  reason  that  it  has  wide¬ 
spread  appeal  and  is  commonly  used  to 
control  excessive  health  care  costs. 

Unusually  high  claims  experience  for 
a  particular  plant  may  result  from  any 
number  of  factors:  Unreasonable  fees, 
unnecessary  hospitalization,  inappropri¬ 
ate  treatment,  epidemics,  high  average 
age  of  employees,  and  so  forth.  Some  of 
these  factors  can  be  detected  by  clerical 
review  of  health  care  claims:  some  re¬ 
quire  a  high  degree  of  medical  knowl¬ 
edge  on  the  part  of  the  reviewer;  others 
can  be  discovered  only  by  a  site  visit  to 
collect  additional  Information  from  pa¬ 
tients  or  providers. 

However,  neither  review  of  individual 
claims  by  a  medical  expert  nor  frequent 
site  visits  is  practical  for  every  plant  in 
a  corporation,  particularly  one  the  size 
of  Rockwell  International.  The  conmony 
manuftictures  automotive,  aerospace, 
electronic,  industrial  and  consumer 
products  in  hundreds  of  plants,  has  him¬ 
dreds  of  different  benefit  plans,  and  em¬ 
ploys  over  100,000  workers.  Its  Automo¬ 
tive  Operations  alone  has  38  plants. 

Therefore  the  ffiost  effective  method 
of  claims  review  is  to  gear  the  Intensity 
of  review  to  the  magnitude  of  each 
plant’s  cost  control  problems.  But  plant 
and  top  management  m  many  large  cor¬ 
porations  have  only  a  vague  idea  of 
where,  whether,  and  to  what  extent  they 
may  be  encountering  unreasonable 
charges,  unnecessary  bosifitalization,  in¬ 
appropriate  medical  treatment,  or  other 
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problems  th&t  merit  legitimate  ooet  ooix» 
trol  actions. 

To  provide  relatively  precise  measures 
indicating  In  which  plants  and  to  what 
extent  such  problems  ml^t  exist,  Rock¬ 
well  introduced  Quarterly  Trend  Reports 
on  employee  benefit  claims. 


Having  made  the  commitment  to  em¬ 
phasize  claims  control,  corporate  execu¬ 
tives  in  personnel  began  a  dialogue  in 
the  late  1960's  with  division  and  plant 
managers  about  what  was  needed.  These 
discussions  gave  the  managers  an  idea 
of  the  sorts  of  Inappropriate  charges 


that  claims  review  Is  designed  to  detect 
and  the  kinds  of  remedial  action  tintt 
might  be  taken.  Sa^  one  company  ex¬ 
ecutive.  “Many  of  us  in  the  field  had  no 
idea  what  they  meant  by  claims  controL 
Before  they  explained  It,  I  thought  they 
were  talking  about  cutting  benefits.” 
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Out  of  these  disciisslons  emerged  the 
need  for  a  Trend  Report  measuring  per¬ 
formance  in  claims  control.  The  Report 
tabulate  claims  data  separately  for  each 
factory — Mie  page  of  the  Report  for  each 
plant — enabling  comparisons  among 
plants.  The  Information  Is  also  aggre¬ 
gated  for  each  division  and  for  all  divi¬ 
sions  covered  In  the  Report  The  data 
are  taken  from  claims  forms,  tabulated 
and  published  by  one  of  Rockwell’s  In¬ 
surance  carriers.  Metropolitan  Life  In¬ 
surance  Company,  and  then  distributed 
to  plant,  division  and  corporate  manage- 
m«it 

The  Report  now  covers  some  12,000 
claims  a  year  from  some  37,000  Rock¬ 
well  workers  (plus  dependents)  em¬ 
ployed  at  84  plants.  The  sample  Report 
for  one  plMit  reproduced  on  the  next 
page  represents  a  breakdown  by  the  fol¬ 
lowing  benefits;  Accident  and  Sickness, 
Surgical,  Hospital  and  Major  Medical  for 
employees  first  and  then  below  that  for 
their  dependents.* 

Column  1  on  the  sample  page  displays 
the  actuarially  “expected"  cost  of  these 
claim  Items  (Including  administrative 
costs),  or  the  Manual  Premium,  for 
the  current  quarter.  It  Is  calculated  sep¬ 
arately  for  each  plant  and  represents  an 
actuary’s  estimate  of  what  any  simi- 


•Th©  Sample  Report  page  Is  reproduced 
only  in  part.  Each  full  page  In  the  Report 
makes  three  sets  of  comparisons:  Data  for 
the  current  quarter  compared  with  the  fuU 
preceding  policy  year;  data  for  the  cur¬ 
rent  policy  year  to  date  compared  with  the 
fuU  preceding  policy  year;  and  the  portion 
reproduced  here,  “Current  Quarter  vs.  Simi¬ 
lar  Quarter  Preceding  Policy  Year.”  Although 
the  three  sets  of  comparisons  In  the  full  Re¬ 
port  differ  from  each  other  In  terms  of 
time  spans  compared,  all  three  are  based 
on  the  same  concepts.  Also,  some  pages  of 
the  Repmrt  list  oth»  types  of  claims,  such 
as  drug  claims,  depending  on  what  is  cov¬ 
ered  by  benefit  agreement  for  each  plant. 


lary  plant  should  experience  in  terms  of 
claims.  ’Thus,  taking  into  consideration 
certain  characteristics  of  the  plant’s 
benefit  plan,  its  employees,  and  Its  geo¬ 
graphical  location,  ^e  Manual  Premium 
sets  a  benchmark  of  “expected”  claims 
costs." 

Moving  across  the  sample  page.  (Col¬ 
umn  n  gives  the  dollar  claims  actually 
paid  in  the  current  quarter  for  employees 
of  that  plant.  Column  III  represents  a 
comparison  of  I  and  H;  that  Is.  actual 
claims  costs  as  a  percentage  of  “ex¬ 
pected”  claims  costs.  Thus,  the  Claim 
Rate  (HI)  measures  how  much  “better” 
or  “worse”  that  Rockwell  unit  did  than 
actuaries  expected  any  similar  unit 
would  do.  If  the  entry  In  CTolumn  in 
Is  below  100  percent,  costs  were  less  than 
exi>ected;  If  the  entry  is  greater  than 
100  percent,  costs  were  more  than  ex¬ 
pect^  Column  IV  displays  the  same 
comparison  for  the  same  quarter  In  the 
preceding  year. 

Column  V  represents  a  comparison  be¬ 
tween  in  and  IV,  or  a  measure  of  the 
change  In  cost  control  performance  dur¬ 
ing  the  interval  between  the  current 
quarter  (in)  and  a  year  ago  (IV) .  That 
is,  V  compares  the  Claim  Rates — the 
gap  between  expected  and  actual  claim 
costs — for  the  two  quarters.  ’This  com¬ 
parison  is  expressed  as  a  percentage;  the 
difference  between  the  current  (Tlaim 
Rate  and  the  Claim  Rate  a  year  ago, 
taken  as  a  percentage  of  the  Claim  Rate 
a  year  ago.  A  negative  entry  Indicates 


"  The  actuariEd  estimate  uses  data  from 
different  sources  adjusted  for  these  partic¬ 
ulars  of  the  plant  in  question:  The  speciflo 
benefits  covered  under  the  plant’s  health, 
plant;  the  percentage  of  female  employees; 
marital  status  of  employees;  employee  In¬ 
come;  age  distribution  of  employees;  cus¬ 
tomary  and  usual  charges  by  physicians  In 
the  plant’s  region;  and  the  composite  av¬ 
erage  area  hospital  charge. 


improvement  In  the  current  (Halm  Rate 
over  the  previous  one;  a  positive  entry 
Indicates  a  rise  In  the  (Halm  Rate. 

Column  VI  Is  the  General  ’Trend  in 
(Halm  Rates  over  the  year  long  Inter¬ 
val  between  the  two  quarters  (HI  and 
TV) .  It  represents  an  actuary’s  prediction 
of  what  should  appear  In  Column  V.  VI  Is 
subtracted  from  V  to  give  VH. 

Column  vn,  the  (Halms  Control  In¬ 
dicator,  Is  the  bottom  line  so  to  sjieak. 
It  Is  supposed  to  represent  a  measure  of 
the  change  in  (Haim  Rates  between  the 
two  quarters  as  against  the  expected 
change  In  Claim  Rates  over  that  year 
long  interval.  A  negative  entry  in  Col¬ 
umn  vn  indicates  that  the  (Halm  Rate 
for  the  current  quarter  Increased  less  or 
decreased  more  than  was  anticipated  by 
the  General  Trend.  A  positive  entry  In¬ 
dicates  that  claims  control  performance 
was  worse  than  expected. 

What  does  the  Claims  Control  Indi¬ 
cator  signify?  What  It  does  not  indi¬ 
cate  is  a  specific  “problem.”  The  Report 
does  not  indicate,  for  instance,  that  an 
•epidemic  has  occurred  somewhere  or 
that  a  particular  hospital  is  overcharg¬ 
ing.  It  does  Indicate  to  corporate,  divi¬ 
sion,  and  plant  management  where  a 
problem  may  exist;  that  is,  which  group 
of  employees  are  generating  higher  than 
expected  claims  expenses  for  surgery  or 
hospitalization  or  drugs,  etc. 

For  example,  the  excerpt  from  the 
December  1975  Quarterly  Report  repro¬ 
duced  above  indicated  to  Herbert  Bay- 
non,  MetroiX)litan’s  Group  Claims  Con¬ 
sultant  assigned  full-time  to  the  Rock¬ 
well  account,  that  a  problem  might  exist 
at  this  particular  plant.  Ba3mon  noted 
that  the  (Hahns  Control  Indicator  for 
surgical  charges  (entries  b  and  e.  Col¬ 
umn  VH)  Is  very  high.  But  no  cor¬ 
responding  increase  In  hospital  charges 
(entries  c  and  f.  Column  Vn)  is  evident. 
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Baynon  decided  to  Investigate.  He 
visited  the  plant  whM*e  the  Individual 
claim  forms  were  and  reviewed  each 
of  the  himdred  claims  submitted  in  the 
quarter.  He  discovered  that  one-third  of 
them  were  for  the  same  surgical  pro¬ 
cedure  performed  on  more  than  thirty 
patients  by  one  doctor — a  general  prac¬ 
titioner  who  owns  a  small  proprietary 
hospital.  Yet  the  surgical  procedme, 
bronchoscopy,  generally  Is  not  a  very 
common  one.  Something  seemed  amiss. 
The  thirty-odd  bronchoscopies  per¬ 
formed  by  this  one  physician  in  three 
months  cost  Rockwell  $75  each  in  sur¬ 
gical  fees,  plus  charges  for  ancillary  serv¬ 
ices.  They  also  entailed  a  certain  degree 
of  risk,  discomfort  and  expense  to  Rock¬ 
well  employees. 

Baynon  visited  the  physician  at  his 
hospital  and  convinced  him  to  perform 
bronchoscopies  in  the  future  only  when 
absolutely  necessary.  Baynon  continued 
to  review  claims  on  this  physician’s  serv¬ 
ices  and  observed  an  abrupt  decline  in 
the  niunber  of  bronchoscopies — ^but 
noted  an  equally  marked  increase  in 
other  services  performed  by  the  same 
doctor.  A  second  visit  by  Baynon  sufficed 
to  reduce  the  number  of  these  other 
procedures,  too. 

It  should  be  noted  that  the  Trend  Re¬ 
port  indicates  only  a  potential  problem. 
At  another  plant,  the  Quarterly  Report 
was  skewed  by  a  single  claim  for  $47,000. 
Again,  Baynon  made  a  visit.  This  time 
he  concluded  that  the  charge  (for  treat¬ 
ment  of  severe  bums)  was  completely 
justified. 

When  a  situation  is  investigated  and 
a  problem  discovered,  Rockwell  and  Her¬ 
bert  Baynon  have  a  number  of  options. 
In  case  of  fraud,  one  alternative  is  legal 
action.  Another  is  to  notify  local  man¬ 
agement.  Normally  a  visit  from  Baynon. 
sometimes  accompanied  by  the  plant 
manager  and/or  an  employee  represent¬ 
ative,  is  sufficient.  “I  explain  that  this 
is  a  competitive  operation,”  says  Baynon, 
“and  that  if  costs  at  one  location  go 
too  high,  Rockwell  must  review  the  profit 
factor  in  any  consideration  affecting  fu¬ 
ture  planning.  That  can  have  a  real 
effect.” 

The  Quarterly  Trend  Report  has  an 
effect,  too,  on  plant  and  division  man¬ 
agement.  Says  Rockwell  Staff  Vice  Presi¬ 
dent,  Edwin  McManus,  “So  much  em¬ 
phasis  is  placed  on  other  costs  that  some 
plant  managers  might  not  focus  on 
health  claims  costs  without  the  report. 
Just  putting  out  the  numbers  and  letting 
them  know  someone  is  keeping  score  is 
very  important.” 

Conceptually,  then,  the  Quarterly 
Trend  Report  Is  a  method  of  entering 
health  care  costs  into  corporate  think¬ 
ing.  Performance  in  this  area  is  mesisured 
in  the  same  way  as  production  perform¬ 
ance:  in  a  decentralized  structure  where 
the  production  unit  has  primary  respon¬ 
sibility  and  is  evaluated  by  division  and 
corporate  management. 

The  Quarterly  Report  has  three  ad¬ 
vantages.  It  quantifies  health  care  costs, 
emphasizes  their  significance,  and  meas¬ 
ures  performance  against  expectations 
in  a  competitive  setting  where  each  unit 
can  be  compared  with  every  other,  "nils 


is  particularly  useful  in  large  multi¬ 
divisional  corporati(ms  where  health 
care  costs  are  significant,  but  tend  to  get 
lost  in  the  flood  of  information  on  pro- ' 
ductlon  and  marketing.  The  Quarterly 
Trend  Report  Involves  all  three  levels  of 
management:  sometimes  a  plant  man¬ 
ager  will  see  problems  in  his  report  and 
request  assistance,  or  division  manage¬ 
ment  may  intervene,  or  corporate  head¬ 
quarters  or  Herbert  Baynon  wiU  initiate 
action. 

One  problem  with  the  Report  is  that 
it  requires  a  time  lapse  of  at  least  one 
year  after  initiation  before  meaningful 
comparisons  with  past  performance  can 
be  extracted.  This  problem  is  not  neces¬ 
sarily  a  one-time  occurrence.  It  is  ex¬ 
acerbated  hy  the  fact  that  multi-divi¬ 
sional  corporations  like  Rockwell  fre¬ 
quently  add,  divest,  and  merge  produc¬ 
tion  Tinits,  even  entire  divisions.  Frequent 
adjustments  for  changes  in  corporate 
structxire  have  to  be  made  and  the  year¬ 
long  time  lag  repeated. 

A  change  in  one  part  of  the  company 
does  not  necessarily  affect  the  accuracy 
of  the  Report  for  other  plants  and  divi¬ 
sions,  but  it  does  temporarily  affect  the 
Report’s  usefulness  for  the  plants  di¬ 
rectly  involved  in  the  change  as  well  as 
the  acctiracy  of  aggregate  figures  for  the 
company.  (For  this  reason  the  trend  in 
total  premiums  paid  by  Rockwell  since 
1972  does  not  necessarily  reflect  cost 
control  performance.  Because  it  reflects 
several  variables,  it  cannot  be  used  alone 
to  measure  the  effectiveness  of  Quarterly 
Trend  Reporting.) 

As  an  example.  Column  EH  of  the  De¬ 
cember  1975  Quarterly  Trend  Report  for 
hourly  workers  at  Rockwell’s  Battle 
Creek,  Michigan  automotive  parts  plant 
shows  that  claims  for  all  medical  services 
were  only  33.5  percent  of  the  plant’s 
Manual  Premium.  Because  the  plant  was 
not  in  existence  in  1974,  no  comparison  of 
ciurent  and  past  Claim  Rates  can  be 
made,  and  therefore  no  Claims  Control 
Indicator  is  shown  for  this  plant.  More¬ 
over,  because  the  plant’s  workers  are  new 
employees  they  have  not  yet  generated  a 
“normal”  level  of  medical  claims.  So  even 
the  Claim  Rate  for  the  current  quarter 
is  of  doubtful  utility. 

Labor  relations  is  another  area  of  con¬ 
cern.  Improving  the  cost  picture,  as  in 
the  bronchoscopy  example,  often  means 
improving  quality.  However,  if  claims 
control  were  misapplied  or  misinter¬ 
preted,  employee  representatives  might 
object  to  it  and  to  toe  Trend  Report 
Rockwell  claims  that  it  has  encountered 
no  such  objections  to  toe  Report  and 
that  it  does  not  use  toe  Report  or  sub¬ 
sequent  intervention  to  deny  legitimate 
benefits.  The  reaction  of  its  employee 
unions  reportedly  varies  from  neutral  to 
favoi*able.  Indeed,  benefit  administrators 
at  one  of  its  unions,  toe  United  Auto¬ 
mobile  Workers,  says  that  the  union  is 
considering  asking  automobile  manufac¬ 
turers  to  institute  such  a  reporting  sys¬ 
tem,  too. 

’The  cost  of  collecting,  computing  and 
publishing  data  in  toe  Trend  Report  is 
not  precisely  known,  though  it  does  not 
appear  prohibitive.  It  is  Included  in 
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Metropolitan’s  administrative  fee  for  the 
Rockwell  account*  ciurently  about  foiu: 
percent  of  total  premium.  But  Initiating 
the  Report  involved  considerable  ex¬ 
penditure  of  tone  and  effort.  For  this 
(and  other)  reasons  it  was  Instituted  ex¬ 
perimentally  for  less  than  one-third  of 
Rockwell  employees. 

While  toe  cost  of  reporting  is  well 
under  four  percent  of  premiums,  “Cost 
Avoidance”  for  the  portion  of  employee 
claims  covered  by  toe  1975  Report  was 
estimated  at  23  percent.  Because  of 
changes  in  Rockwell’s  production  units 
this  figure  is  only  a  very  rough  indicator 
of  savings.  Moreover,  it  is  based  on  ac¬ 
tuarial  estimates  of  expected  claim  costs, 
which  are  also  subject  to  considerable 
variation.”  So  a  precise  measure  of  toe 
Report’s  effectiveness  is  as  impossible  to 
gauge  as  is  its  exact  cost. 

However,  it  is  noteworthy  as  a  ineasme  . 
of  toe  cranpany’s  satisfaction  with  toe 
Report,  that  Rockwell  plans  to  extend  it 
to  more  plants  and  to  cover  other  types 
of  employee  benefits. 

V.  Self -Insurance,  Peer  Review  and 
Resource  Planning — ^Reforming 
The  System 

“You  have  to  affect  changes  in  to€^ 
general  pattern  of  delivering  health  care 
in  a  community  to  achieve  real  savings,” 
says  Richard  Martin,  Goodyear  Tire  & 
Rubber  Company’s  Manager  for  Health 
Service  Industry  Relations. 

As  a  major  purchaser  of  medical 
care — Goodyear  paid  $61  million  in 
medical  claims  for  some  250,000  em¬ 
ployees  and  dependents  in  1975 — toe 
company’s  benefit  expenses  are  directly 
affected  by  toe  efficiency  of  toe  existing 
system  of  delivering  care.  Therefore,  in 
order  to  reduce  its  own  costs,  Goodyear 
management  works  directly  with  medical 
providers  to  reform  toe  system,  to  reduce 
unnecessary  costs  that  have  been  built 
into  it.  To  that  end,  Richard  Martin  is  in 
daily  contact  with  physicians,  hospitals, 
other  providers  and  planning  agencies. 
The  object  of  his  efforts  is  to  find  ways  of 
matching  services  provided  with  real 
needs  and  reducing  unnecessary  or  inap¬ 
propriate  utilization. 

For  example,  excess  hospital  bed  capa¬ 
city  drains  community  health  resources 
because  of  toe  high  maintenance  and 
staff  costs  associated  with  empty  beds. 
Costs  may  be  further  Increased  in  toe 
event  that  patients  are  imnecessarily 
hospitalized  in  order  to  fill  these  other¬ 
wise  empty  beds.  In  either  case,  these  ex¬ 
penses  are  borne  by  local  benefit  plans  in 
the  form  of  higher  charges  per  bed-day 
or  more  bed-days.  So  rather  than  contest 
individual  benefit  claims  for  unnecessary 
hospitalization  or  unreasonable  charges, 
Goodyear  executives  on  the  board  of 
Akron-area  hospitals  and  planning  agen¬ 
cies  are  trying  to  control  the  number  of 
beds  in  Akrorvhospitals. 

How  much  these  efforts  can  save  con¬ 
sumers  is  impossible  to  quantify.  How- 


Metropolitan  is  presently  considering  a 
modification  of  the  Report  in  order  to  re¬ 
fine  the  way  actual  costs  are  measured 
against  general  trend  data. 
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ever,  it  can  be  said  that  Goodyear’s  gen¬ 
eral  approach  to  controlling  costs  Is 
shared  by  major  employers  in  Detroit, 
Mich.,  Pittsburgh,  Pa.,  Minneapolis, 
Minn.,  Wausau,  Wise.,  and  elsewhere.* 
They  are  actively  participating  in  health 
facilities  planning  and,  or  sponsorship  of 
peer  review  in  order  to  rationalize  de¬ 
livery  of  medical  care.  Unions,  too,  are 
stepping  up  their  Involvement  with  re¬ 
gional  health  care  planning  boards. 

Goodyear  also  pays  its  medical  bills 
directly,  rather  than  buying  health  care 
insurance  (except  for  prescription  drug 
benefits) .  Aside  from  the  administrative 
savings  that  fiow  fircwn  this  arrangement. 

It  probably  carries  a  certain  psychoK^cal 
impact:  direct  participation  in  planning 
the  health  care  system  would  seem  to  be 
a  legitimate  role  for  an  organization  that 
actually  pays  the  bills  generated  by  that 
system.  “Self-insurance”  also  gives  (Good¬ 
year  direct  and  immediate  access  to 
claims  data,  which  can  be  helpful  in  the 
planning  process,  as  well  as  sole  responsi¬ 
bility  for  individual  claims  review  (see 
case  study  No.  4) . 

Goodyear’s  approach,  then,  is  holistic 
In  a  double  sense.  First,  the  company  is 
Involved  in  every  aspect  of  controlling 
costs — the  costs  of  benefits  administra¬ 
tion,  of  unwarranted  individual  claims, 
of  system-wide  patterns  of  inappropriate 
utilization  and  of  building  health  care 
faculties.  Second,  Goodyear  focuses  on 
the  system,  not  particular  practioners, 
hospitals  or  medical  procedures.  The 
company’s  emphasis  is  on  altering  gen¬ 
eral  patterns  of  health  care  delivery 
rather  than  reducing  individual  claims 
that  may  not  be  fully  warranted. 

‘Self -insurance’  is  a  misnomer  meaning 
simply  that  (Goodyear  does  not  insure. 
•Rather,  for  the  past  twenty  years  the 
company  has  paid  claims  directly  to  pro¬ 
viders  rather  than  premiums  to  an  in¬ 
termediary.  The  customary  function  of 
Insurance — pooling  risk — is  not  neces¬ 
sary  for  a  work  force  as  large  as  Good- 
year’s. 

Direct  payment  of  employer  benefit 
claims  gives  (Goodyear  an  equaUy  direct 
and  legitimate  responsibility  for  reform¬ 
ing  Uie  health  care  delivery  system.  The 
c(xnpany  wants  to  exercise  that  responsi¬ 
bility  rather  than  delegate  it  to  an  in¬ 
surer.  (Goodyear  executives  on  health 
planning  boards  have  the  interests  of 
Goodyear  in  mind  rather  than  a  range 
of  Insuraiu^e  clients. 

*8elf-insurance’  (:an  also  achieve  tan¬ 
gible  savings.  Goodyear  executives  state 
that  cost  evaluations  performed  by  the 
company  have  shown  self-administra¬ 
tion  of  claims  payment  to  be  less  ex¬ 
pensive  than  administration  and  pay¬ 
ment  by  a  third  party — though  precise 
comparative  figures  are  not  avaUable. 
Goodyear  also  claims  to  realize  savings 
on  cash  fiow  because  it  does  not  contrib¬ 
ute  to  the  reserve  fund  of  an  insurance 
company  and  because  it  pays  claims  as 
they  come  in  rather  than  paying  a  pre¬ 
mium  in  advance.  Lastly,  the  state  pre- 
miiim  taxes  (in  the  range  of  a  few  per- 
coitage  points)  that  insurance  com- 


'  ^See  survey  entries  No.  90,  91,  16,  17. 


panics  pay  do  not  apply  to  ‘self -insured’ 
benefits. 

On  the  other  hand.  Insurance  com¬ 
panies  and  their  larger  clients  have  de¬ 
veloped  means  of  reducing  some  of  these 
extra  costs  substantially.  And  for  many 
clients,  smaller  ones  especially,  health 
insurance  itself  performs  vital  functions : 
risk  pooling,  prospective  budgeting  of 
benefit  costs,  and  expert  handling  of 
health  care  claims.  For  small  and  large 
clients  alike,  the  start-up  costs  and  or¬ 
ganizational  demands  of  ‘self -insurance’ 
are  substantial.  These  demands  are  par¬ 
ticularly  onerous  for  an  employer  that 
would  prefer  not  to  get  involved  in  em¬ 
ployee  health  care — an  employer  that 
prefers  to  have  an  insurance  company 
act  as  buffer  between  itself  and  its  em¬ 
ployees.  However,  this  is  precisely  the 
most  important  advantage  of  ‘self -insur¬ 
ance’  to  (Goodyear — direct  company  in¬ 
volvement. 

In  addition  to  the  potential  savings  on 
administrative  fees,  taxes,  and  cash 
flow,  ‘self -insurance’  also  gives  the  em¬ 
ployer  direct  and  immediate  access  to 
claims  information.  (Goodyear  does  its 
own  claims  review  tn-house  and  from 
these  claim  forms  compiles  monthly  re¬ 
ports  on  claim  costs  at  each  plant.  Of 
course,  direct  access  to  claims  and  sum¬ 
mary  data  r^x)rts  can  be  had  when  an 
employer  uses  an  insmance  company, 
but  many  companies  prefer  not  to  get 
involved,  relying  instead  on  the  carrier 
to  monitor  claims. 

At  Goodyear,  all  medical  claims  are 
foi’warded  to  corporate  headquarters 
(Akron,  Ohio)  for  review  and  payment. 
Clerical  personnel  screen  them  for  un¬ 
reasonable  charges,  services  not  covered 
under  the  employee  benefit  agreement, 
or  inappropriate  care.  Claims  that  are 
questionable  for  any  of  these  reasons  are 
forwarded  to  the  compaa^  medical  de¬ 
partment  where  physicians  on  staff  or 
retainer  will  communicate  directly  with 
the  provider  involved  or  the  appropriate 
local  medical  socic?ty  to  try  to  resolve 
the  problem. 

This  kind  of  claims  review  is  done  on 
an  ad  hoc  basis  and  is  designed  to  catch 
only  fairly  obvious  problems.  Tliis  proc¬ 
ess  could  be  systematized  and  intensi¬ 
fied  by  using  monthly  reports  to  focus 
detailed  review  on  “problem”  areas,  as 
Rockwell  does  (see  case  study  No.  IV). 
But  (Goodyear  management  does  not  em¬ 
phasize  the  report  as  a  tool  of  claims  re¬ 
view.** 

“We  investigate  specific  providers  and 
claims  very  rarely,”  says  Martin.  “We 
could  have  ten  people  out  on  the  road 
doing  that  sort  of  thing  full  time.  We 
don’t  because  I  choose  to  work  on  the 
system.” 

Instead  of  using  the  reports  to  identify 
providers  or  specific  plants  that  seem  to 
merit  detailed  claims  review  (as  Rock¬ 
well  does) ,  (Goodyear  uses  them  primarily 


»  One  possible  use  of  the  reports  Is  under 
consideration  but  has  not  as  yet  been  im¬ 
plemented.  The  reports  could  be  made  more 
detailed  and,  in  combination  with  peer  re¬ 
view  data,  used  to  compile  a  list  of  non-ap- 
proved  providers  who  consistently  over¬ 
charge  or  render  Inappropriate  care. 


as  one  of  several  data  somces  indicat¬ 
ing  how  the  health  care  delivery  system 
works  and  what  parts  of  it  are  most  in 
need  of  change.  Armed  with  data  from 
monthly  reports  and  representing  a  ma¬ 
jor  payor  of  medical  bfils,  (Goodyear  is 
J^le  to  exercise  some  influence  in  reform¬ 
ing  the  existing  delivery  system. 

For  example,  Goodyear  is  financing 
concuiTent  peer  review  at  the  large  (700 
bed)  Akron  Cfity  Hospital.  This  is  one  of 
several  hospitals  around  the  state  where 
a  pilot  peer  review  program  has  been 
instituted  to  systematically  assess  the 
quality  and  the  appropriateness  of  cost 
of  medical  care.  Using  computerized 
criteria  of  proper  hospital  admissions, 
course  of  treatment,  and  length  of  stay, 
the  reviewers  are  able  to  systematically 
flag  cases  of  substandard  and/or  unnec¬ 
essarily  expensive  care. 

(Goodyear’s  involvement  began  in  1972 
when  Richard  Martin  approached  Rob¬ 
ert  Clark,  M.D. — then  President  of  the 
Summit  County  Medical  Society— with 
data  showing  that  the  average  length  of 
hospital  stay  for  (Goodyear  employees  in 
Akron  was  two  days  higher  than  the  na¬ 
tional  average  and  two  days  higher  than 
length  of  stay  for  company  employees 
elsewhere.  At  an  average  daily  charge  of 
over  $100  this  was  costing  (Goodyear 
himdreds  of  thousands  of  dollars  a  year. 
Why  was  length  of  stay  so  high  in  Akron 
and  what  could  be  done  about  it,  asked 
Martin.  Dr.  Clark,  who  was  also  Presi¬ 
dent  of  Medical  Advances  Institute,  re¬ 
plied  that  the  Institute’s  conciurrent  peer 
review  program  could  answer  the  first 
question  and  suggest  solutions  to  the  sec¬ 
ond.  Goodyear  agreed  to  pay  Medical  Ad¬ 
vances  Institute  $800  per  admission  to 
review  each  company  employee  or  de¬ 
pendent  hospitalized  at  Akron  City  Hos¬ 
pital — some  3,000  individuals  a  year. 

The  Institute  is  a  free  standing  corpo¬ 
ration  established  by  the  Ohio  State 
Medical  Association  in  1971  to  develop  a 
peer  review  system  for  quality  assess¬ 
ment  of  hospital  patients.  It  has  evolved 
a  sophisticated,  computer-adaptable  pro¬ 
gram  that  compares  quality  of  care  being 
rendered  against  pre-established  cri¬ 
teria.  The  review  is  concurrent  and  looks 
at  such  items  as  justification  for  admis¬ 
sion,  proper  utilization  of  services,  proper 
care  patterns,  length  of  stay  and  analyds 
of  outcomes.  If  an  item  falls  outside  the 
criteria,  which  have  been  developed  for 
266  diagnosis  or  problems,  then  it  is  re¬ 
ferred  to  a  physician  for  professional 
judgment.  The  system  is  a  screening 
mechanism  to  identify  problems  in  the 
treatment  of  an  individual  case.  Once 
this  data  is  captured,  and  verified  by 
physician  judgment,  then  it  can  be  uti¬ 
lized  by  the  medical  staff  to  find  solutions 
to  the  problem  areas.  It  te  by  these  cor¬ 
rections  that  the  pattern  of  medical  care 
is  altered  to  the  benefit  of  the  patient 
and  Goodyear  alike. 

“For  instance,”  says  project  director. 
Dr.  Clark,  “we  found  that  six  physicians 
out  of  the  300  at  Akron  (fity  Hospital 
were  causing  52  percent  of  the  hospital’s 
recorded,  vmjustifled  overstays.  We’ve 
always  suspected  these  six,  but  now  we 
have  hard  data,”  Armed  with  this  data. 
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the  Department  Chairman  can  now  move 
confidently  to  remedy  the  problem.  (One 
of  the  six  has  since  lost  his  privileges  at 
the  hospital  and  three  others  have  drop¬ 
ped  off  the  “offenders”  list.) 

“Goodyear  isn’t  doing  this,”  says  Mar¬ 
tin,  “the  physicians  are.  I  don’t  think  we 
should  be  in  the  business  of  medical  au¬ 
dits.  Let  the  doctors  do  that.  We’re  help¬ 
ing  to  set  up  mechanisms  for  them  to  do 
it.”  Of  course,  control  therefore  rests 
with  local  physicians,  who  set  the  criteria 
of  proper  care  and  perform  review  func¬ 
tions.  The  program’s  effectiveness  de¬ 
pends  entirely  on  their  commitment  to 
self-discipline. 

How  much  is  tjae  Medical  Advances  In¬ 
stitute  saving  Goodvear?  The  project  is 
too  new  for  an  answer,  but  potential  sav¬ 
ings  are.  there.  If  it  can  cut  just  one  day 
off  the  average  length  of  stay,  that  would 
save  the  company  some  $350,000.  (This 
is  net  of  the  review  cost  of  $8  per  admis¬ 
sion.  or  $24,000.)  The  first  year’s  results 
of  a  similar  program  covering  Goodyear 
employees  in  Springfield.  Illinois,  since 
March  1974,  show  a  drop  in  average 
length  of  stay  of  about  12  percent.  This 
reduced  charges  by  $30,000  on  just  600 
hospital  admissions. 

Goodyear  has  also  contracted  with 
hospitals  in  Cumberland,  Md.,  for  con¬ 
current  review  and  is  in  the  process  of 
negotiating  review  in  Gadsden,  Alabama. 
In  communities  where  Goodyear  is  a 
major  source  of  hospital  revenues  the 
company  can  negotiate  such  agreements 
on  a  quid  pro  quo  basis — ^in  return  for 
Goodyear’s  continued  financial  support 
of  necessary  hospital  fund  raising  cam¬ 
paigns  and  inunediate  direct  payment  of 
charges  to  aid  the  hospitals’  cash  flow 
position. 

Concurrent  review  offers  several  po¬ 
tential  advantages  in  terms  of  cost  and 
quality  control.  It  provides  health  pro¬ 
fessionals  the  ppix)rtunity  to  intervene 
directly  and  immediately  to  correct  an 
in  appropriate  course  of  treatment. 
There  is  a  “sentinel  effect,”  too:  knowing 
that  they  are  being  watched  by  their 
peers,  physicians  may  become  more  cost 
conscious.  Also,  records  kept  over  time 
can  be  used  to  focus  professional  atten¬ 
tion  on  individual  physicians  or  prob¬ 
lem  areas  of  care  that  merit  remedial 
action.  For  instance,  in  1975  the  average 
length  of  stay  at  Akron  City  Hospital  de¬ 
creased  for  all  tvpes  of  Goodyear 
patients  except  spouses.  The  reason  for 
this  exception  was  found  to  be  the  very 
long  average  length  of  stay  for  maternity 
care.  Thus,  peer  review  identified  a  spe¬ 
cific  utilization  pattern  having  signifi¬ 
cant  and  undesirable  cost  implications. 

Perhaps  the  most  important  long-term 
effect  of  concmrent  review  will  be  edu¬ 
cational.  Physicians  can  identify  areas  of 
professional  exp)ertise  on  which  continu¬ 
ing  education  courses  should  concen¬ 
trate.  Payers,  too,  can  identify  specific 
causes  of  unnecessary  costs  and  pass  this 
information  on  to  employees  or  design 
benefit  packages  so  as  to  minimize  such 
costs.  For  example,  having  discovered 
that  patients  are  sometimes  hospitalized 
on  a  Friday  only  to  spend  the  weekend 
waiting  for  a  diagnostic  laboratory  or  the 


operating  room  to  open  on  Mcmday. 
Goodyear  now  advises  employees  to  ask 
their  doctors  to  schedule  admissions  for 
non-emergencies  between  Monday  and 
Thursday. 

Health  planning  is  a  second  method  of 
affecting  the  delivery  system.  As  such  it 
is  an  integral  part  of  Goodyear’s  holistic 
approach  to  cost  controls.  Facilities 
planning  affects  costs  in  three  ways. 
First,  one-time  capital  investments  in 
facilities  are  partially  absorbed  by 
higher  charges.  Second,  the  operating 
cost  of  facilities  is  significant  even  on 
days  W'hen  they  are  not  being  used:  the 
labor  costs  of  staffing  empty  hospital 
beds  or  underused  radiotherapy  equip¬ 
ment  can  rise  well  above  50  percent  of 
the  total  cost  of  actual  operation.  Third, 
existing  facilities  affect  patterns  of 
utilization;  empty  beds  tend  to  get  filled 
in  order  to  generate  the  revenues  needed 
to  pay  for  them. 

In  other  words,  reducing  inappropriate 
utiliz£|,tion  will  have  limited  impact  on 
benefit  expenses  if  facilities  left  unsued 
as  a  result  are  still  generating  sub¬ 
stantial  costs.  Moreover,  the  very  exist¬ 
ence  of  unused  facilities  may  generate 
unnecessary  utilization  and  thus  impede 
attempts  to  reduce  inappropriate  care. 
So  hand-in-hand  with  sponsorship  of 
peer  review  goes  Goodyear’s  participa¬ 
tion  in  health  planning. 

Much  of  this  participation  involves 
various  individual  corporate  ofQcers.  In 
1972  Goodyear  set  up  a  health  care  cost 
committee,  comprised  of  corporate  ex¬ 
ecutives  and  responsible  for  deciding 
company  policy  on  relevant  issues.  The 
committee  is  a  structure  which  can  be 
used  to  educate  management  on  prob¬ 
lems  of  the  health  care  delivery  system 
and  to  coordinate  activities  and  re¬ 
sources  within  Goodyear  as  they  relate 
to  health  care  costs. 

This  committee  made  the  decision  to 
participate  in  peer  review  at  Akron  City 
Hospital.  Also,  its  individual  members 
participate  in  community  planning  sis 
members  of  hospital  boards  and  Akron’s 
health  planning  sigency  (the  Sumtoit- 
Portage  County  Health  Systems 
Agency) .  Six  Goodyear  msinsigers  sit  on 
committees  of  this  agency,  including 
Richard  Martin  who  is  its  president. 
They  represent  an  informed  sind  co¬ 
ordinated  voice  in  the  plsutming  process. 

Their  psurticipation  in  area  health 
planning  can  reduce  costs  to  Goodyear 
in  numerous  ways.  For  instsince,  on  the 
basis  of  data  from  Akron  hospitals  sind 
studies  iislng  Goodyear’s  own  monthly 
reports,  Richard  Martin  has  proposed  a 
ten  year  moratorium  on  adding  beds  for 
maternity  care  in  Akron.  His  goal  is  to 
reduce  the  cost  of  maintaining  empty 
beds  and  the  incentive  that  such  idle 
facilities  provide  for  unnecessarily  long 
maternity  stays.  Given  the  Influence  of 
Goodyear  executives  on  the  planning 
agency,  his  proposal  cannot  be  taken 
lightly. 

Complementing  management  involve¬ 
ment  in  area-wide  plaimlng  is  the  par¬ 
ticipation  of  company  executives  on  the 
boards  of  individual  hospitals.  “Many  of 
the  rubber  companies  are  i^presented  on 


the  board  of  trustees  for  Akron  City 
Hospital,”  says  that  hospital’s  Executive 
Director,  Albert  Gilbert.  “But  the  key 
ingredient  here  is  the  individual  ofiBcers’ 
involvement.  I’m  on  the  phone  at  least 
three  times  a  week  with  Dick  Martin." 

Gilbert  kept  Martin  informed  during 
the  planning  phase  for  remodeling  the 
700-bed  hospital.  The  modernization  was 
planned  so  as  to  reduce  the  need  for 
nursing  and  support  personnel  and  so 
that  buildings  would  be  converted  rather 
than  abandoned.  This  cooperation 
should  save  the  third-party  payer  bene¬ 
fit  dollars  in  the  long-nm,  for  as  Albert 
Gilbert  says,  “Goodyear  pays  approxi¬ 
mately  12  percent  of  the  cost  of  running 
City  Hospital  and  they  should  know 
what  is  going  on  and  have  appropriate 
input  into  the  hospital’s  planning.” 

Goodyear  is  involved  in  almost  every 
aspect  of  the  health  care  system,  from 
‘self-insurance’  through  facilities  plan¬ 
ning.  ‘Self -insurance’  may  have  a  psy¬ 
chological  impact  on  providers:  as  a  di¬ 
rect  consumer  the  company  can  claim  a 
legitimate  and  major  role  in  health 
planning.  Claims  monitoring  and  report¬ 
ing  also  provide  needed  information  for 
intelligent  and  credible  i>articlpation  in 
planning. 

However,  detailed  administration  of 
claims  payment  is  not  in  any  sense  a 
prerequisite  to  planning.  If  anything, 
‘haggling’  with  providers  over  specific 
charges  is  likely  to  lead  to  resentment 
on  their  part  and  impede  attempts  by 
the  company  to  work  cooperatively  with 
them.  Perhaps  this  explains  Goodyear’s 
relative  disinterest  in  detailed  claims  re¬ 
view.  Says  Martin;  “If  we’re  going  to 
change  the  system  we  have  to  work  with 
providers.” 

One  characteristic  of  the  company 
does  significantly  affect  its  ability  to 
change  the  system;  its  size  and  concen¬ 
tration.  Goodyear  pays  many  of  the 
health  bills  for  some  250,000  people.  Of 
course,  the  ccunpany  is  a  major  presence 
hi  the  Akron  r^on  in  other  respects  as 
well.  In  a  word,  that  gives  it  clout.  By 
contrast,  Rockwell  International’s  large 
work  force  is  not  concentrated  in  a 
single  city.  Its  influence  therefore  is 
fragmented  and  its  benefit  costs  are  af¬ 
fected  by  delivery  systems  in  over  100 
commimities.  Attempts  on  the  part  of 
Rockwell  corporate  headquarters  to  fdter 
the  way  care  is  delivered  in  all  these 
localities  might  prove  prohibitively  ex¬ 
pensive. 

Size,  geographic  concentration,  and 
corporate  commitment  then  are  impor¬ 
tant  elements.  This  applies  to  union  and 
health  and  welfare  funds  as  well.  Even 
a  benefit  plan  much  smaller  than  Good¬ 
year’s  may  be  a  sizeable  payor  of  medi¬ 
cal  bills  in  one  locality,  or  may  be  able 
to  act  cooperatively  with  others,  and 
thus  increase  its  own  leverage  on  the 
system.  However,  institutional  change  is 
a  time  consuming  effort.  The  pay-off 
may  be  many  years  down  the  road. 
Where  planning  is  a  relatively  open 
process  and  providers  are  cooperative, 
organization  and  individual  commitment 
to  change  may  be  the  most  critical  In- 
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gredient  for  small  as  well  as  large  «n- 
ployee  benefit  plans. 

VI.  Industry  Support  of  Genesee  Valley 
Group  Health  Association 

The  skyrocketing  cost  of  employee 
health  benefits  imder  customary  fee-for- 
service  doctoring  is  prompting  employers 
to  consider  alternative  methods  of  health 
care  delivery.  One  alternative  that  major 
businesses  in  cities  such  as  Rochester, 
N.Y.,  Winston-Salem,  N.C.,  Albuquerque 
N.M.,  and  Minneapolis-St.  Paul  are  en¬ 
couraging  is  prepaid  group  practice.* 
These  group  practices  are  sizable  orga¬ 
nizations  in  the  business  of  providing 
health  care.  As  such,  they  require  sub¬ 
stantial  financial  resources  and  market¬ 
ing  efforts.  Large  employers  can  help 
meet  both  these  needs.  In  fact,  the  na¬ 
tion’s  largest  multi-community  prepaid 
group  practice,  the  Kaiser  Foundation 
serving  3  million  members,  originated  in 
the  early  1940’s  as  a  health  plan  for 
Kaiser’s  own  onployees. 

A  prepaid  group  practice  brings  to¬ 
gether  into  a  single  organization  a  com¬ 
prehensive  range  of  medical  services  de¬ 
livered  both  in  hospital  and  outpatient 
settings.  The  patient  is  assured  con¬ 
venient  access  to  all  services  and  the 
Erroup  practice  can  choose  the  most  cost- 
effective  and  appropriate  means  of  treat¬ 
ment.  Also,  prepaid  group  practitioners 
provide  ne^ed  services  for  a  fixed  cap- 
itaticm  fee.  Budgeting  is  prospective  and 
physicians  are  salaried.  Thus,  the  pro¬ 
vider’s  financial  incentive  is  made  to 
correspond  with  the  professional  ethic  of 
preventive  care:  as  the  President  said  in 
1971,  “the  provider’s  income  grows  not 
with  the  number  of  days  a  person  is  sick 
but  with  the  number  of  days  he  is  well."  " 

In  thewy,  then,  prepayment  provides 
the  incentive  to  emphasize  preventive 
care  and  minimize  costly  hospitalization; 
group  practice  makes  possible  efficiencies 
of  scale  and  extensive  use  of  (lower  sal¬ 
aried)  allied  health  professionals. 

Most  significant  is  the  claim  that  pre¬ 
paid  group  practice  reduces  hospitaliza¬ 
tion,  which  accoimts  for  about  half  the 
total  cost  of  anpl(^ee  health  care  bene¬ 
fits  in  the  U.S.*  Hospital  utilization  is  a 
complex  issue  affected  by  patients,  hos¬ 
pitals  and  physicians  alike,  and  it  is  not 
the  purpose  of  this  study  to  delve  into 
that  issue  in  detail.  However,  there  is  im¬ 
pressive  dociunentaticm  for  the  assertion 
that  prepaid  group  practice  members  use 
hospitals  less  than  populations  served  by 
more  traditional  Indemnity  plans  even 
when  age-sex  differences  are  taken  into 
account.’”  Members  of  the  prepaid  group 


•See  entries  Noe.  13,  14,  16  In  the  com¬ 
pendium. 

•“National  Health  Strategy,"  Tbs,  Presi¬ 
dent’s  Message  to  the  Congress  Proposing  a 
Comprehensive  Health  Policy  for  the  ’70’s, 
February  18, 1971. 

»» Waltw  W.  Kolodruhitz,  “Employee  Bene¬ 
fit  Plans,  1973,"  Social  Security  Bulletin 
(May.  1976) ,  Table  H. 

•See  for  example  H.  E.  Klarman,  Analysis 
of  the  HMO  Proposal — Its  Assumptions,  Im¬ 
plications  and  Prospects  (Unlvorsity  of  Chi¬ 
cago  Center  for  Healtb  Administration 
Studies.  1971);  O.  J.  Perrott,  Federal  Em¬ 
ployees  Health  Benefits  Program  Utilization 


practice  selected  for  this  case  study, 
Genesee  Valley  Group  Health  Associa¬ 
tion  (GVGHA) ,  experienced  a  7  percent 
reduction  in  medical-surgical  inpatient 
days  in  1974  (versus  a  5  percent  increase 
for  beneficiaries  who  retted  traditional 
indemnity  plan  coverage)  .** 

GVGHA  typifies  prepaid  group  prac¬ 
tice  in  a  second  respect:  it  is  a  costly 
venture  aimed  at  serving  a  large  market. 
GVGHA’s  health  center  alone  cost  $3.2 
million  to  build.  It  is  designed  to  serve 
35,000  to  40,000  members  and  has  sub¬ 
stantial  mortgage  and  operating  costs 
which  cannot  efficiently  be  sustained 
without  near-capacity  enrollment. 

Because  the  fixed  capital  investment 
and  start-up  costs  are  very  high,  a  pre¬ 
paid  group  practice  must  penetrate  the 
local  market  quickly  or  be  crushed  under 
the  weight  of  heavy  overhead  costs. 
“Really,  you  shouldn’t  open  your  doors 
without  ten  to  twelve  thousand  mem¬ 
bers,’’  says  Ernest  Saward,  MJ?.,  a  con¬ 
sultant  to  GVGHA  and  a  25 -year  veteran 
of  Kaiser  Permanente  (the  nation’s 
largest  chain  of  prepaid  group  practices) . 

But  building  up  a  prepaid  practice 
often  means  taking  patients  away  from 
individual  practitioners.  Organized  pre¬ 
paid  practitioners  compete  with  local  fee- 
for-service  physicians  and  conflicts  be¬ 
tween  the  two  groups  are  sometimes 
heated.  Thus,  prepaid  group  practice 
offers  the  cost  sidvantage  of  reduced  hos¬ 
pitalization,  the  disadvantage  of  high 


study  (UJ3.  Public  Health  Service,  1975; 
M.  T.  Boemer  and  W.  Shoxilck,  “HMO  Per¬ 
formance:  The  Recent  Evidence,”  Milbank 
Memorial  Fund  Quarterly,  Health  and  So¬ 
ciety  (1913.  p.  271) . 

•These  figures  represent  a  re-analysis  of 
data  from  a  paper  written  by  Klaus  J.  Rogh- 
mann  tor  presentotlon  of  the  Medlccd  Care 
Section  of  the  American  Public  Health  Asso¬ 
ciation  Convention  in  October,  .-1976.  Dr. 
Roghmann’s  paper  is  a  cohcnt  study  of  bene¬ 
ficiaries  enrolled  in  the  basic  Blue  Cross  and 
Blue  Shield  Plan  in  1972  and  those  same 
beneficiaries  in  1974 — ^the  first  full  calendar 
year  of  operation  for  several  new  health 
plans.  When  inpatient  surgical -medical  days 
per  1,000  plan  members  in  1974  are  age- 
standardized  and  compared  with  1972,  the 
three  groups  studies  show  a  divergence  of 
trends:  those  who  retained  basic  BC/BS  cov¬ 
erage  in  1974  experienced  6%  higher  utUlza- 
tion  rates  than  they  had  in  1972;  those  who 
selected  OVOHA  experienced  1%  lower  rates 
in  1974  than  they  had  under  BC/BS  in  1972; 
and  those  who  enrolled  in  a  foundation-type 
HMO  (named  Health  Watch)  experienced 
16%  lower  utilization  rates  in  1974  than 
they  had  in  1972. 

Thus,  Health  Watch  proved  most  success¬ 
ful  in  lowering  surgical -medical  ho^ltal  uti¬ 
lization — a  finding  that  contradicts  earlier 
studies  of  the  three  plans.  However,  Health 
Watch  had  more  to  work  with  in  the  sense 
that  when  it  began  in  1972  its  membership 
had  extremely  high  bospltcd  utilization  rates. 
Even  after  the  16%  reduction.  Health  Watch 
members  still  experienced  the  highest  inpa¬ 
tient  utilization  rate  of  any  of  the  three 
plans.  OVOHA,  by  contrast,  enrolled  mem¬ 
bers  who  on  the  average  had  had  the  lowest 
utUizatlon  rates  in  1972.  Still,  OVOHA  man¬ 
aged  to  reduce  this  originally  low  rate  by  7% 
in  1974.  OVOHA’s  1976  performance  was  even 
better  in  this  re^ct  than  1974’s. 


start-up  and  overhead  expenses,  and  the 
potential  of  competition  with  established 
practitioners.  Naturally,  employer  sup¬ 
port  of  one  side  in  this  competition — pre¬ 
paid  group  practice — implies  significmit 
risks  and  opportunities  for  both  the  proj¬ 
ect  and  its  backers.  The  implications  of 
that  support  are  the  focus  of  this  case 
study. 

Rochester  and  environs  is  home  to 
Eastman  Kodak,  much  of  Xerox  Corpo¬ 
ration.  Sybron — a  conglomerate  of  seven 
tool-making  companies — two  General 
Motors  plants  and  some  750,000  people. 
’Hie  city  has  a  tradition  of  progressive 
business  leadership  in  health  planning 
and  on  the  boards  of  Blue  Cross  and 
Blue  Shield.  In  fact,  Rochester  business 
leaders  played  a  key  role  in  establishing 
one  .of  the  nation’s  first  Blue  CToss  Plans 
in  the  middle  1930’s. 

Rochester  is  fertile  ground  for  a  pre¬ 
paid  group  practice.  The  community  is 
large  enough  to  support  more  than  one 
delivery  system.  The  presence  of  a  large 
medical  school  and  a  ‘progressive’  (x>unty 
medical  society  encourages  experimen¬ 
tation.  (That  and  a  large  supply  of  phy¬ 
sicians  saved  GVGHA  from  having  to 
reach  outside  the  commimlty  to  recruit 
medical  staff.)  And  the  dominance  of  a 
progressive  pair  of  BC/BS  Plans',  which 
insure  about  80  percent  of  Rochester’s 
population,  greatly  eases  planning  and 
operation  of  new  projects. 

The  industrial  structure  of  Rochester 
is  fortuitous,  also.  The  pnxninence  of  a 
few  large  corporations  underpins  the 
tradition  of  business  leadership  and  co¬ 
operation  that  led  to  the  creation  of 
GVGHA.  And  the  existence  of  large  em- 
plo3ree  groups — Kodak,  Sybron  and  GM 
workers  alone  comprise  30  percent  of 
GVGHA  contracts — greatly  simplifies  the 
task  of  marketing  a  prepaid  group  prac¬ 
tice. 

Partly  as  a  consequence  of  business 
leadership,  Rochester’s  health  insurance 
premiums  are  significantly  lower  than 
those  in  most  other  industrial  cities.  But 
they  are  rising  and  have  been  for  some 
time. 

To  try  to  stem  that  rise,  executives 
from  Eastman  Kodak,  Xerox,  Sybron 
and  other  c<Mnpanles  supported  the  crea¬ 
tion  of  GVGHA,  after  the  initial  ground 
work  had  been  dug  by  Blue'CToss  and 
the  local  health  planning  agency.  Major 
executives  from  the  large  corporations 
paying  the  premiums  felt  that  Blue  Cross 
and  Blue  Shield  of  Rochester  repre¬ 
sented  the  best  mechanism  to  organize 
and  underwrite  GVGHA’s  substantial 
financial  risk.  To  date,  GVGHA  has  en- 
rolletLover  25,000  members  and  borrowed 
$3.6  million  from  BC/BS.*  It  is  a  multi- 


»  To  ease  the  burden  of  start-up  costs  the 
Federal  government  makes  grants  for  feasl- 
bUty  studies  and  panning,  and  loans  for  ini¬ 
tial  (derations  available  to  Health  Main¬ 
tenance  Organizations.  OVOHA  received  an 
Initial  federal  grant  for  a  half  million  doUars 
l>efore  the  HMO  program  began  and  another 
third  of  a  miUion  dollar  grant  from  the  HMO 
program.  It  recently  qualified  for  federal 
HMO  loans. 
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speciality  practice  located  in  a  single 
health  center  housing  doctors,  nurses,  a 
laboratory,  pharmacy.  X-ray  facilities 
and  a  room  for  minor  surgery. 

Despite  the  advantages  that  Roches¬ 
ter  offers  a  prepaid  group  practice, 
GVGHA’s  marketing  floundered  badly  at 
first.  In  this  respect  it  is  not  atypical. 
Under-enrollment  is  a  major  problem  for 
new  HMO’s,  concludes  a  report  by  the 
General  Accounting  Office."  All  five  of 
the  report’s  recommendations  to  HEW 
for  improving  its  HMO  program  deal 
with  marketing  problems.  Though 
GVGHA  is  one  of  three  HMO’s  described 
in  that  report  as  “promising,”  it,  too, 
encountered  marketing  difficulties — due 
in  part  to  a  compromise  worked  out  by 
industry  executives  and  others  in  Roch¬ 
ester,  and  described  in  the  following 
section. 

The  initial  spark  for  Genesee  Valley 
Group  Health  Association  came  from 
Rochester’s  Industrial  Management 
Council,  a  non-profit  service  group  com¬ 
posed  of  companies  that  employ  about 
90  percent  of  the  area’s  manufacturing 
work  force."  In  1968,  the  Council’s  newly- 
installed  General  Manager,  John  Hostut- 
ler,  galvanized  concern  over  rising  health 
care  costs  by  focusing  attention  on  the 
BC/BS  10-year  premium  projections  for 
local  industries;  Kodak’s  hospital  bill, 
for  example,  would  jump  from  $5  million 
to  $15  million  without  any  change  in 
benefits.  'The  Council  asked  Hostutler  to 
look  into  the  problem  further. 

His  exploration  of  the  problem  and 
the  deliberations  of  BC/BS  officials, 
health  planners  and  industry  executives 
led  to  the  formation  of  a  broad  based 
committee-including  labor,  business. 
Blue  Cross,  Blue  Shield,  hospital  and 
physician  representatives — to  promote 
alternative  delivery  systems.  This  broad 
base  conferred  legitimacy,  but  not  con¬ 
sensus:  whereas  industry  and  Blue  Cro:s 
representatives  envisioned  a  prepaid 
group  practice,  the  physicians  offered  in¬ 
stead  a  medical  foundation  plan  for 
comprehensive  coverage  on  a  fee-for- 
service  basis,  named  Health  Watch, 
which  the  Monroe  Cotmty  Medical  Soci¬ 
ety  was  then  actively  studying.  Indus¬ 
try  representatives  agreed  to  it  in  ex¬ 
change  for  Medical  Society  endorse¬ 
ment  of  a  prepaid  group  practice 
(GVGHA).  BC/BS  was  persuaded  to  go 
along  with  this  accommodation  over  the 
objections  of  Donald  Robertson,  Execu¬ 
tive  Director  of  Blue  Shield. 

Disagreements  between  organized 
medicine  and  organizers  of  prepaid  group 
practice  are  common.  In  this"  case,  busi¬ 
ness  leaders — divided  among  themselves 
as  to  how  this  conflict  of  beliefs  and  in¬ 
terests  should  be  handled — decided  on  a 
compromise  in  which  they  endorsed 
competition  to  their  own  plan.  “The  big 
battle  in  1970,”  recalls  Gerald  Glaser, 
M.D.  one  of  'the  Medical  Society  repre¬ 
sentatives,  “was  just  to  get  committee 
approval  of  Health  Watch.” 


“  Report  to  the  Congress  by  the  Comptrol¬ 
ler  General  of  the  United  States,  Effectiveness 
of  Grant  Programs  Aimed  at  Developing 
Health  Maintenance  Organizations  and  Com¬ 
munity  Health  Networks  (November,  1975) 
"  See  Seymour  Lusterman,  Industry  Roles 
In  Health  Care  (The  Conference  Board,  1974) 
pages  90-96. 
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However,  BC/BS  had  not  agreed  to 
underwrite  Health  Watch,  nor  had  BC/ 
BS  been  asked  to  do  so.  That  would  cre¬ 
ate  competition  to  its  wholly  owned 
subsidiary,  GVGHA.  But  Health  Watch 
eventually  opted  for  BC/BS  underwrit¬ 
ing.  Meanwhile,  a  third  plan,  Rochester 
Health  Network  (RHN) ,  came  on  the 
scene.®*  After  considerable  debate,  the  In¬ 
dustrial  Management  Council  voted  to 
have  BC/BS  handle  all  three  options  re¬ 
gardless  of  the  risk.  BC/BS  insisted  that 
all  three  competing  plans  wait  until  each 
was  ready  so  that  they  could  be  market¬ 
ed  simultaneously  to  employee  groups. 
This  would  cause  the  least  disruption  to 
industry. 

Thus  the  original  accommodation  was 
extended  to  a  third  plan  and  the  financ¬ 
ing  and  marketing  function  placed  in  a 
single  agent.  Industry  leaders  acceded  to 
various  community  pressures  to  the  ex¬ 
tent  of  endorsing  two  competitors  to 
their  own  plan.  Then  to  equalize  the 
competition,  all  three  plans  were  ef¬ 
fectively  bridled:  Health  Watch  was  de¬ 
layed  a  year  and  both  Health  Watch  and 
GVGHA  dropped  their  individual  mar¬ 
keting  plans.  i 

As  presented  to  various  employee 
groups  in  the  summer  of  1973,  the  three 
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plans  offered  virtually  complete  health 
coverage:  the  same  inpatient  medical  and 
surgical  services  Included  in  basic  BC/ 
BS  coverage,  plus  expanded  psychiatric 
and  full  maternity  and  ambulatory  care. 
The  most  significant  departure  from  the 
customary  BC/BS  benefit  package  was 
coverage  of  physician  and  psychiatric  of¬ 
fice  visits,  home  visits,  physical  exams, 
well -baby  care,  immunizations,  injec¬ 
tions,  laboratory  tests  and  full  coverage 
for  obstetrics. 

Monthly  premiums  for  a  family  were: 


RHN _ $56.  54 

Health  Watch _  60.-10 

GVGHA _  69. 68 

BC/BS  Basic _  34.56 


Most  employers  paid  the  equivalent  of 
the  BC/BS  Basic  cost  toward  any  of  the 
four  plans.  However,  employers  who  pay 
the  bulk  of  BC/BS  premiums  in  Roches¬ 
ter,  indirectly  subsidized  GVGHA.  BC/ 
BS  financed  GVGHA’s  $3.2  million 
Joseph  Wilson  Health  Center — named  for 
the  founder  of  Xerox — and  lent 
GVGHA  another  $3.6  million  in  operat¬ 
ing  subsidies  over  the  first  three  years. 
This  subsidy  permitted  GVGHA  to  set 
premiiuns  as  if  its  operating  costs  were 
distributed  over  a  near-capacity  enroll¬ 
ment  of  35,000  members. 


TABLE  I  :  COMPAKISOX  C»F  THREE  NEW  COMPREHENSIVE  IIEAI.TII  I'LAN.S 


1973-74  monthly 

Plan  Type  Sponsorship  Amount  of  risk  premium  family 


A.  Health  Watch . . 

.  Foundation-type 
plan. 

Medical  Society- 
County  of  Monroe. 

No  services . . 

i$(iO 

B.  Genesee  Valley 

Group  Health  .\s- 
sociation  (group 
health)  2. 

Centralized  multi¬ 
specialty  grou|> 
practice  (single 
health  center). 

Rochester  Blue  Cross 
and  Blue  Sliield. 

.\ll  services  including 
hospital. 

5  19 

C.  Rochester  Health 
Network  RHN)‘. 

Decentralized  group 
practice  (7  delivery 
sites). 

Former  OEO  neigh¬ 
borhood  health 
centers  314e  Federal 
funds. 

I’hysician  services 
rendered  in  center*. 

56 

‘  There  is  $2  copayment  per  doctor  iisit  in  health  watch. 

*  Physicians  are  mostly  full  time  on  Axed  salary.  , 

*  There  is  a  copayment  per  day  for  all  services  received  at  group  health.  i 

*  Depending  on  delivery  site,  physicians  are  full  time  on  fixed  salary  or  partial  salary. 


The  first  marketing  effort  was  directed 
at  Eastman  Kodak’s  47,000  employees — 
but  not  by  the  3  plans  or  by  BC/BS.  Ko¬ 
dak,  an  early  supporter  of  GVGHA,  in¬ 
sist^  on  handling  the  marketing  but  did 
not  advocate  any  of  the  new  options. 
Several  weeks  before  the  first  day  of 
enrollment,  June  18,  1973,  “Management 
Letters”  were  sent  to  plant  and  company 
officers:  meetings  of  supervisors  were 
held;  articles  appeared  in  the  company 
newspaper;  and  explanatory  literature 
was  distributed  to  employees.  GVGHA 
alone  expected  to  enroll  10,000  members 
(including  employees’  dependents). 
Surprisingly,  less  than  one  percent  of 
Kodak’s  47,000  workers  chose  any  of  the 
three  new  plans.  The  disappointing  en¬ 
rollment  has  been  ascribed  to  confusion 
on  the  part  of  employees  faced  with  a 
choice  of  three  new  plans;  absence  of 
management  endorsement  of  any  new 
plan;  and  the  fact  that  Kodak  employ¬ 
ees  were  not  required  to  make  a  positive 
choice — they  would  retain  customary 
coverage  by  simply  not  responding  to  the 
enrollment  drive. 


“RHN  is  a  mutliple-center  prepaid  group 
practice  that  originated  out  of  an  OEO 
neighborhood  health  clinic.  ^ 


Another  six  months  and  some  150  com¬ 
panies  later,  GVGHA  had  still  only  man¬ 
aged  to  emroll  2,184  members.  Meanwhile, 
its  new  health  center  and  medical  staff 
were  sitting  virtually  idle.  The  need  for 
a  radically  different  marketing  approach 
was  inescapable. 

Soon  after  the  Kodak  debacle,  GVGHA 
Executive  Director,  John  Nelson,  and  As¬ 
sociate  Executive  Director,  Raymond 
Savage,  submitted  a  position  paper  to  the 
GVGHA  board  urging  advocacy  market¬ 
ing  by  GVGHA  itself  as  the  only  solu¬ 
tion.  In  fact,  argued  Nelson  and  Savage, 
there  really  had  been  no  effective  mar¬ 
keting  imder  impartial  BC/BS  and  Ko¬ 
dak  stewardship  of  all  three  plans.  (Both 
Health  Watch  and  GVGHA  had  selected 
marketing  specialists,  which  were  then 
jettisoned  after  BC/BS  reluctantly  ac¬ 
ceded  to  pressure  from  business  execu¬ 
tives  and  agreed  to  market  all  three 
plans  impartially.) 

GVGHA’s  board  approved  the  market¬ 
ing  proposal  in  September  1973,  and  sales 
people  were  hired  immediately.  Savage 
set  a  target  of  12,000  members  for  the 
end  of  1974.  up  more  than  500%  from 
December  1973. 

The  measure  of  the  marketing  chal¬ 
lenge  he  faced  was  to  distinguish 
GVGHA  from  the  pack.  In  the  confusion 
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TABLE  II;  MONTHLY  PREMIUM  BY  TYPE  OF  COVERAGE  AND  PLAN 


PLAN 

PREMIUMS  FOR  GROUP  ENROLLMENT  UNDER  AGE  65 

JLIY  1.  1973 

OULY  1,1971  1 

SINGLE 

FAMILY 

SINGLE 

FAMILY 

BASIC  BLUE  CROSS/BLUE  SHIELD 

$13.84 

•$34.56 

$40.93 

GROUP  HEALTH  (GVGHA) 

17.42 

49. C8 

57.14  j 

HEALTH  WATCH 

20.02 

60.10 

30.80 

97.00  1 

1 

‘  ROCHESTER  HEALTH  NETWORK 

19.47 

1 

56.54 

2i.95 

66.88.  ] 

j  Basic  BC/BS  preniun  rates  are  expected  tc  rise  100 

on  September  1 , 

1976 

. . J 

ASgeriiaSiuc  EiiroSSnient 


bred  by  tripartite  marketing,  the  appeal 
of  the  knoviTi  entity — either  cnstcnnary 
BC/BS  coverage  or  the  family  physician 
participating  in  Health  Watch — was 
very  strong.  On  the  other  hand,  the 
formal  organization  of  group  practice 
can  be  a  major  marketing  asset.  For 
new  residents  trying  to  find  a  family 
physician— not  to  mention  any  niunber 
of  specialists — group  practice  provides 
immediate  access  to  comprehensive  care. 
In  fact,  a  disproportionately  high  per¬ 
centage  of  the  nearly  three  thousand^ 
Kodak  workers  and  their  dependents' 
that  GVGHA  has  enrolled  since  1973 
were  new  employees  trying  to  enter 
Rochester’s  medical  delivery  system. 

Perhaps  the  biggest  Iielp  GVGHA  can 
expect  from  a  company  says  Managing 
Director  of  Blue  Cross,  David  Stewart, 
“is  a  friendly,  informal  referral  from  the 
personnel  office  when  new  employees  ask 
about  health  benefits  and  finding  a 
doctor.” 

One  industry  did  show  exceptional 
cooperation.  General  Motors  and  the 
representatives  of  its  9,000  local  work¬ 
ers — the  United  Automobile  Workers 
(UAW)  and  the  International  Union  of 
Electrical,  Radio  and  Machine  Woi'kers 
(lUE)  — cooperated  fully  when  ap¬ 
proach  by  all  three  plans  in  February 
1974.  Health  insurance  premiums  paid 
by  GM  in  Rochester,  which  are  based 
on  a  national  agreement  negotiated 
through  collective  bargaining,  were  then 
higher  than  the  premiums  charged  by 
any  of  the  three  new  plans.  So  the  com¬ 
pany  readily  agreed  to  pick  up  the  full 
tab  for  workers  enrolled  in  any  of  the 
three  new  plans. 

GVGHA  pursued  its  own  aggressive 
marketing  strategy  at  GM.  To  kick  off 
the  spring  enrollment  campaign  both 
the  UAW  and  lUE  held  large  member¬ 
ship  meetings,  where  GVGHA’s  John 
Nelson  and  Ray  Savage  together  with 
Dr.  Harold  Gardner,  Medical  Director  of 
GVGHA,  explained  their  plan.  Special 
Sunday  afternoon  meetings  were  held 
at  GVGHA’s  Wilson  Health  Center; 
literature  was  distributed  to  employees; 
and  union  and  company  oflacials  made 
themselves  available  all  day  long  for  two 
weeks  in  order  to  answer  workers’  ques¬ 
tions  about  the  new  plans. 

“Just  to  show  the  membership  where 
I  stood  on  this,”  recalls  local  UAW  of¬ 
ficial,  William  Reddy,  “I  joined  one  of 
the  plans  myself,  GVGHA.” 

By  Jime,  GVGHA  had  signed  up  3,000 
workers  and  members.  (Health  Watch 
recruited  twice  that  number.)  By  the 
end  of  1974,  Savage  and  his  growing 
sales  team  had  come  to  within  1,516  of 
their  12,000-member  target.  Since  then, 
total  enroUlment  has  climbed  above 
25,000  (as  of  July  1, 1976) . 

GVGHA  is  projected  to  cross  the 
break-even  line  with  36,500  members  in 
March,  1977.  Enrollment  growth  is  on 
target,  and  the  organization  recently  re¬ 
ceived  official  federal  HMO  qualification. 
That  means  most  local  employers  will  be 
required  to  offer  GVGHA  to  their  em¬ 
ployees  under  dusd  choice.  It  also  means 
$1  million  in  federal  loans  for  1976  and 
another  $1.5  million  to  follow. 


GVGHA  has  succeeded,  too,  in  control¬ 
ling  costs.  The  percentage  rise  since  1973 
in  its  family  premiums  is  lowest  of  all 
four  BC/BS  affiliated  plans.  Its  inpatient 
hospital  utilization  was  quite  low  in  1974 
and  lower  still  in  1975."  In  short,  the 
prognosis  looks  hopeful.  (Health  Watch, 
by  contrast,  experienced  runaway  costs, 
due  in  large  measure  to  adverse  self- 
selection  of  its  patient  population.  After 
60%  premium  hike  in  July  1975,  its  en¬ 
rollment  plummeted  and  on  June  30, 
1976,  it  was  dissolved. 

Nevertheless,  the  Initial  marketing  fail¬ 
ure  cost  GVGHA  dearly.  “GVGHA’s  big 
problem  now”  says  Ernest  Saward,  M.D., 


“Richard  P.  Wersinger,  The  Analysis  of 
Three  Prepaid  Health  Care  Plans  in  Monroe 
County,  New  York  Part  III  (October,  1975), 
Part  V  (May,  1976) . 


a  consultant  to  GVGHA  and  former 
board  member  of  Health  Watch,  “is 
amortizing  its  huge  start-up  costs,  $3.6 
million.  At  least  $1.2  mililon  of  that  in¬ 
debtedness  was  due  to  having  to  deal  with 
Health  Watch.” 

Broad  business  backing  convinced  BC/ 
BS  to  sponsor  GVGHA  and  finance  its 
huge  initial  debt;  corporate  executives 
helped  get  it  off  the  groimd;  and  these 
same  men  played  key  roles  in  smoothing 
development  of  the  competing  plans — 
but  at  a  significant  cost. 

First,  introducing  three  new  plans 
simultaneously  bred  confusion.  “The 
cafeteria  approach  was  a  fiasco,”  admits 
John  Hostutler,  General  Manager  of  the 
Industrial  Management  Council.  “It  was 
an  accommodation  we  felt  forced  to 
make.” 
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Second,  having  made  the  initial  com¬ 
promise  with  the  Medical  Society  back  in 
1970,  industry  found  itself  arbitrating  the 
conflicting  demands  of  the  three  plans — 
and  its  own  interests.  To  guarantee  an 
equal  start  for  all  three  and  minimal 
disruption  in  their  plants,  the  business¬ 
men  further  bound  the  arms  of  GVGHA 
by  insisting  on  impartial  BC/BS  mar¬ 
keting. 

“If  we  had  it  to  do  all  over  again,”  says 
William  vonBerg,  President  of  Sybron 
Corporation  and  past  President  of  Blue 
Cross  and  of  GVGHA,  “We  would  insist 
that  GVGHA  have  its  own  marketing 
agency.” 

Despite  the  advantages  Rochester  of¬ 
fered  a  fledging  prepaid  group  practice, 
the  introduction  of  an  alternative  to  the 
established  medical  care  delivery  system 
required  substantial  financial  and  leader¬ 
ship  commitments.  Clearly,  industry 
leaders  played  a  key  role  in  both  respects. 
Financial  support,  through  the  Blues,  en¬ 
joyed  multi-employer  backing.  These 
same  industrial  supporters  provided  lead¬ 
ership  in  the  initial  planning  stages  and 
advice  thereafter. 

However,  the  very  breadth  of  business 
Involvement  with  GVGHA  was  disadvan¬ 
tageous  in  one  respect:  faced  with  com¬ 
petition  to  GVGHA,  the  business  com¬ 
munity  itself  became  divided.  “We  made 
a  mistake,  all  right,”  says  Donald  McCon- 
ville.  Director  of  Personnel  Relations  for 
Eastman  Kodak  and  member  of  the  board 
of  GVGHA.  “Three  executives  in  particu¬ 
lar  felt  we  should  go  along  with  the  Med¬ 
ical  Society  on  this  one.”  In  the  end. 
cooperation  between  the  competing  plans 
proved  unworkable. 

One  of  the  advantages  of  prepaid  group 
practice  in  a  pluralistic  economy  is  that 
it  represents  a  competing  alternative  to 
fee-for-service.  It  stimulates  competition 
in  a  market  that  is  traditionally  not  com¬ 
petitive  in  terms  of  costs  and  prices.  Ro¬ 
chester  industrial  executives  tried  to  in¬ 
troduce  just  such  an  alternative:  ironi¬ 
cally,  they  then  tried  to  moderate  the 
competition  between  the  prepaid  and  fee- 
for-service  approaches.  This  attempt  at 
cooperation  with  the  Medical  Society  cost 
GVGHA  enrollment  and,  in  the  opinion 
of  one  expert,  at  least  $1.2  million. 

Part  Three 

Comvendrum 

This  compendium  of  innovative  ap¬ 
proaches  to  controlling  the  cost  of 
employee  health  care  benefits  is  the 
product  of  a  survey  of  over  200  major 
employers  and  imions  undertaken  co¬ 
operatively  with  the  AFL-CIO  and  the 
Washington  Business  Group  on  Health. 
The  employers  and  unions  cited  below 
w^ere  selected  by  these  organizations  as 
those  likely  to  have  Initiated  health  care 
cost  control  programs  and  were  sent 
questionnaires  about  their  health  bene¬ 
fits  program. 

The  purpose  of  the  compendium  is  to 
make  available  information  on  various 
Innovative  cost  control  approaches  to 
those  with  a  responsibility  for  any  as¬ 
pect  of  providing  health  care  to  em¬ 
ployees  and  their  dependents.  This  in¬ 
cludes  persons  involved  with  financing. 


insuring,  administering,  or  negotiating 
for  health  care  benefit  programs  as  well 
as  those  more  directly  involved  in  the 
organization  and  delivery  of  health  care. 
Hopefully,  the  compendium  w’ill  point  in¬ 
terested  parties  toward  some  promising 
cost  controls  as  well  as  stimulate  further 
cost  consciousness  and  innovative  efforts 
to  provide  for  the  health  care  needs  of 
American  workers  and  their  families. 

Entries  in  the  compendium  are  orga¬ 
nized  into  eight  major  cost  control  cate¬ 
gories  with  a  ninth  for  miscellaneous  en¬ 
tries.  Sponsors  are  grouped  into  a  union, 
employer  or  a  joint  employer-union  sec¬ 
tion  and  then  alphabetized  within  section 
by  the  sponsoring  group.  Each  generic 
category  begins  with  a  brief  introduc¬ 
tion  to  the  type  of  cost  control  innova¬ 
tion  referred  to  in  the  entries.  Contacts’ 
names,  phone  numbers,  and  addresses 
for  each  program  entered  appear  in  In¬ 
dex  I  in  Part  Four.  Numbers  in  this  index 
correspond  to  compendium  entry  num¬ 
bers. 

I.  ALTERNATIVE  DELIVERY  SYSTEMS  ( HMDS  I 

The  31  entries  below  briefly  describe 
employer  and  union  participation  in 
Health  Maintenance  Organizations.  Most 
of  these  HMOs  are  prepaid  group  prac¬ 
tices.  A  prepaid  group  practice  brings 
together  a  wide  range  of  medical  services 
and  personnel  Into  a  single  organization. 
Practitioners  provide  needed  services  for 
a  fixed  capitation  fee  rather  than  on  a 
fee-for-service  basis.  In  theory,  group 
practice  results  in  economies  of  scale; 
capitation  payment  provides  the  incen¬ 
tive  to  emphasize  preventive  care  and 
to  minimize  costly  hospitalization.  The 
comprehensive  coverage  of  medical  serv¬ 
ices  offered  by  an  HMO  also  minimizes 
out-of-pocket  patient  expenditures. 

A  second  type  of  HMO  is  the  medical 
foundation  model  which  provides  com¬ 
prehensive  care  through  many  solo  and 
group  practitioners  in  a  community. 
Payment  varies  from  plan  to  plan.  It  is 
either  by  capitation,  fee-for-service,  or 
a  combination  of  the  two.  Such  plans  are 
generally  associated  with  the  community 
medical  society.  While  they  allow  physi¬ 
cians  to  remain  in  solo  practice  and  do 
not  necessitate  large  start-up  costs — as 
do  prepaid  group  practices — their  ability 
to  minimize  costly  hospitalization  is  still 
debated. 

Employer  and  union  involvement  with 
HMOs  is  divided  into  two  types  below. 
First  are  listed  efforts  initiated  by  em¬ 
ployers  or  unions  to  organize  HMOs.  Sec¬ 
ond  are  listed  dual  choice  option;  that 
is  when  employers  give  employees  the 
option  of  joining  an  HMO  and  receiving 
comprehensive  medical  benefits  or  of  re¬ 
taining  benefit  coverage  which  is  cus¬ 
tomarily  less  comprehensive,  but  allows 
the  employee  to  choose  any  individual 
physician  in  the  community.  (Federal 
Dual  Choice  regulations  now  require  that 
under  certain  circumstances  firms  offer 
an  HMO  option  to  their  employees.) 

Employees  W'ho  choose  HMOs  often — 
though  not  always — ^have  to  pay  a  higher 
contribution  toward  their  medical  plan 
(in  return  for  more  comprehensive  bene¬ 
fits)  than  do  employees  who  retain  cus¬ 


tomary  coverage.  In  a  few  instances  the 
employer,  not  the  employee,  pays  the 
difference  in  cost  between  a  comprehen¬ 
sive  HMO  plan  and  other  benefit  plans. 

A.  Health  Maintenance  Organizations. 
Labor  Unions. — 1.  The  United  Automo¬ 
bile  Workers  organized  the  Community 
Health  Association,  a  multiple-center 
prepaid  group  practice,  in  Detroit  in  the 
early  1960’s.  UAW  member  health  bene¬ 
fits  are  negotiated  nationwide  and  are 
generally  administered  by  an  insurance 
carrier. 

In  1970  Blue  Cross-Blue  Shield  of 
Michigan  took  over  the  Community 
Health  Association,  renamed  it  Metro 
Health  Plan,  and  offered  it  as  an  option 
to  all  Blue  Cross-Blue  Shield  members. 
Since  then  it  has  been  offered  by  em¬ 
ployers  other  than  the  auto  makers  as 
an  option  for  their  workers,  and  by  the 
auto  makers  to  white  collar  workers.  En¬ 
rollment  is  currently  about  80,000. 

2.  The  Amalgamated  Clothing  Work¬ 
ers  of  America  (now  the  Amalgamated 
Clothing  and  Textile  Workers  Union) 
initiated  feasibility  studies  of  six  HMOs 
in  1975  for  some  65,000  employees  in  six 
different  cities.  The  project  was  initiated 
jointly  with  management.  (Health  bene¬ 
fits  are  negotiated  both  locally  and  na¬ 
tionally.  Ninety  percent  are  adminis¬ 
tered  jointly  and  are  self-insured.) 

One  of  the  sites  has  been  dropped  and 
the  project  is  now  moving  into  the  plan¬ 
ning  stage  in  Chicago,  Philadelphia,  Bal¬ 
timore,  Rochester,  N.Y.,  and  Allentown, 
Pa.  The  union  believes  that  delivery  of 
health  benefits  through  Health  Mainte¬ 
nance  Organizations  lowers  hospital  uti¬ 
lization  and  makes  more  health  benefits 
available. 

3.  The  Hotel  and  Restaurant  Employ¬ 
ees  and  Bartenders  International  Union’s 
health  plan  offers  prepaid  group  dental 
care  to  its  members  in  Los  Angeles.  The 
Los  Angeles  union  operates  its  own  dental 
clinic  with  salaried  dentists  providing 
comprehensive  care.  Studies  suggest  that 
this  clinic  renders  high  quality  service 
at  moderate  costs. 

4.  In  1948,  the  International  Long¬ 
shoremen’s  Association  established  its 
first  medical  center  to  provide  health 
care  to  members  of  all  ILA  locals  in  the 
ports  of  New  York  and  New  Jersey.  Three 
more  health  centers  were  added  in  1960. 
They  furnish  full  dental,  optical,  drug, 
diagnostic  and  X-ray  services. 

Members  have  a  choice  of  hospital- 
surgical-major  medical  benefits  with  co¬ 
payments  by  the  member  or  an  HMO- 
type  Comprehensive  Health  Plan  inau¬ 
gurated' through  the  health  centers.  In 
the  Comprehensive  Plan  there  is  no  co¬ 
payment  if  members  utilize  the  four 
centers  and  only  those  doctors  and  hos¬ 
pitals  with  which  the  Plan  has  contracts. 

The  NYSA-ILA  Welfare  Fund,  self-in¬ 
sures — at  considerable  savings  on  taxes 
and  broker  fees,  according  to  Fund  of¬ 
ficials — and  self -administers  benefits. 

5.  Local  No.  26  of  the  International 
Longshoremen’s  and  Warehousemen’s 
Union  (ILWU),  the  Retail  Clerks  Inter¬ 
national  Association  in  Los  Angeles,  lo¬ 
cals  of  the  Teamsters  Union,  and  other 
labor  groups  on  the  West  Coast  receive 
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dental  care  through  prepaid  group  den¬ 
tal  practices.  The  earliest  such  group, 
headed  by  Drs.  Maxwell  Schoen  and 
Roger  Samuel,  began  in  1957  under  con¬ 
tract  to  the  Longshoremen  and  Ware¬ 
housemen.  About  1,000  ILWU  members 
now  use  the  group. 

Such  arrangements  allow  the  union  to 
set  priorities  and  standards  for  treat¬ 
ment  of  its  members  and  gives  the  pro¬ 
vider  an  incentive  to  minimize  unneces¬ 
sarily  expensive  dental  work  when  a  less 
expensive  professionally  adequate  alter¬ 
native  is  available. 

6.  The  International  Brotherhood  of 
Electrical  Workers  System  Council  U-10, 
representing  several  Pittsburgh  area 
IBEW  locals,  actively  participated  in  the 
planning  of  Penn  Group  Health,  a  pre¬ 
paid  group  practice.  Planning  and  IBEW 
participation  predated  the  federal  HMO 
program.  Tlie  HMO  opened  its  doors  in 
June  1975  and  has  since  enrolled  some 
230  IBEW  members  (plus  dependents). 

7.  The  International  Brotherhood  of 
Electrical  Workers  local  No.  1116  in  Tuc¬ 
son,  Arizona,  actively  participated  in  the 
planning  of  Blue  Cross  and  Blue  Shield 
Pima  Care,  formerly  Group  Health  of 
Arizona.  Local  No.  1116  became  involved 
in  the  fall  of  1971.  The  prepaid  group 
practice  began  operation  in  January 
1974  and  now  has  enrolled  some  230  of 
local  No.  1116’s  920  members. 

8.  The  Health  Services  Association  of 
Burlington  Northern,  Inc.  initiated  Share 
Inc.,  a  prepaid  group  practice  in  St.  Paul, 
Minnesota.  The  Association  grew  out  of 
several  mutual  benefit  organizations  of 
railroad  employees  that  had  acquired 
hospitals  and  hired  physicians  back  in 
the  early  1900’s.  A  few  years  ago  the  St. 
Paul  members  decided  to  convert  these 
facilities  into  a  formal  prepaid  group 
practice  and  broaden  the  membership. 
Now,  50  percent  of  the  enrollees  are 
Teamsters  Union  members. 

9.  The  Rhode  Island  AFL-CIO  initi¬ 
ated  the  Rhode  Island  Group  Health 
Association  in  1968.  RIGHA  had  8,000 
prepaid  members  in  June  1976  and  has 
received  official  HMO  designation  from 
HEW.  It  originated  out  of  a  resolution 
approved  by  the  State  AFL-CIO  in  1963 
to  study  the  feasibility  of  establishing  a 
prepaid  group  practice.  Chartered  by  the 
State  of  Rhode  Island  in  1968,  RIGHA 
opened  its  doors  in  1971.  The  current 
president  of  RIGHA  is  also  president  of 
the  State  AFL-CIO  and  an  officer  of  the 
United  Steelworkers  of  America.  Other 
active  vmions  are  the  American  Federa¬ 
tion  of  State,  County,  and  Municipal 
Employees  and  the  International  Asso¬ 
ciation  of  Machinists. 

10.  The  American  Federation  of  State, 
Coimty  and  Municipal  Employees 
(AFSCME)  District  Council  37  Health 
and  Security  Plan  in  New  York  City  is 
planning  to  establish  an  HMO-like 
health  center  for  some  6,500  Plan  mem¬ 
bers.  This  Is  the  first  of  two  centers  en¬ 
visioned  and  is  expected  to  open  in  1977. 
Generally,  basic  health  coverage  is  of¬ 
fered  by  the  city  with  supplementary  cov¬ 
erage  through  the  imion  Health  and 
SecuiSty  Plan.  The  new  project  repre¬ 
sents  an  alternative.  Plan-administered 
option  for  comprehensive  coverage.  It 


will  utilize  primary  care  physicians  on  a 
prepaid  basis  at  the  health  center  and 
specialists  on  the  staff  of  teaching  hos¬ 
pitals  affiliated  with  the  center. 

Employer  and  Labor  Union  (Joint¬ 
ly)  . — 11.  The  St.  Louis  Employer-Textile 
Workers  Union  of  America  Benefit  Pro¬ 
gram  established  a  “mini-HMO”  in  1*73 
for  3,000  to  4,000  TWUA  members  and 
dependents  in  the  St.  Louis  area.  Bene¬ 
fits  are  negotiated  locally  and  adminis¬ 
tered  jointly  by  management  and  labor 
through  Blue  Cross  and  Blue  Shield. 

In  1967,  TWUA’s  regional  representa¬ 
tive  in  St.  Louis  started  work  on  a  mini- 
HMO,  a  prepaid  group  practice  consid¬ 
erably  smaller  than  most  others.  About 
one-third  of  TWUA  area  members  are 
now  enrolled  in  this  plan  which  is  under¬ 
written  by  Blue  Cross  and  Blue  Shield. 
Housed  in  TWUA’s  own  building  and 
sending  TWUA  people  exclusively,  the 
mini-prepaid  group  practice  plan  carries 
the  same  premium  as  the  regular  Blue 
Cross-Blue  Shield  plan,  but  coverage  is 
significantly  more  comprehensive  in  the 
former. 

12.  The  CTiicago  Health  Alliance  of  La¬ 
bor  and  Employers,  Inc.  is  planning  a 
multiple-center  HMO.  CHALE  was  or¬ 
ganize  in  1974  by  the  Veterans  Admin¬ 
istration  in  Chicago  and  locals  of  the 
Textile  Workers  Union  of  America  (now 
the  Amalgamated  Clothing  and  Textile 
Workers  Union) ,  the  Amalgamated  Meat 
Cutters  and  Butcher  Woricmen  of  North 
America,  the  United  Automobile  Work¬ 
ers,  the  International  Longshoremen’s 
Association,  American  Postal  Workers 
and  General  Service  Employees.  The 
HMO  is  being  designed  to  serve  at  least 
20,000  members  at  several  health  centers. 
It  is  currently  in  the  last  stage  of  a  fea¬ 
sibility  study. 

Employers. — 13.  R.  J.  Resmolds  Indus¬ 
tries  is  organizing  Winston-Salem 
Health  Care  Plan,  Inc.,  a  prepaid  group 
practice  for  all  its  Winston-Salem,  North 
Carolina  employees.  The  project’s  sched¬ 
uled  starting  date  of  operation  is  July  1, 
1976. 

R,  J.  Reynolds  is  building  its  own 
health  care  center — at  a  cost  of  over  $2 
million — and  establishing  a  prepaid 
group  practice  for  its  own  employees 
only,  though  the  plan  may  eventually  be 
nxade  available  to  others.  ’The  project  Is 
being  carried  out  unilaterally  without 
participation  or  aid  from  other  area  em¬ 
ployers  or  the  federal  HMO  program. 
Reynolds  is  also  paying  the  full  cost  for 
its  employees  of  joining  the  prepaid 
group  practice.  Since  the  alternative  em¬ 
ployee  health  plan  is  not  comprehensive, 
the  company  expects  to  encounter  little 
difficulty  in  “marketing”  the  prepaid 
group  practice  to  its  own  workers.  R.  J. 
Reynolds  excepts  some  15,000  employees 
to  enroll. 

14.  Sandia  Laboratories,  a  Western 
Electric  subsidiary,  helped  the  Lovelace- 
Bataan  Health  Program  (HMO)  get  off 
the  drawing  board.  Sandia  helped  the 
program  plan  Its  benefit  structure  for 
maximum  marketability  and  accelerated 
implementation  of  the  new  HMO.  Sandia 
was  also  Lovelace-Bataan’s  first  market¬ 
ing  target.  (The  HMO  is  now  defunct). 


15.  Scott  Paper  Company  will  sponsor 
an  HMO  for  all  employees  (3,000)  at  its 
headquarters  and  two  plants  In -Dela¬ 
ware  County,  Pennsylvania.  Tlie  project 
is  being  co-sponsored  by  several  areas 
cmnpanies — ^Boeing,  Sun  Oil,  etc. — and 
is  still  in  the  formative  stage. 

Several  area  companies  provided  seed 
money  and  direction  to  (1)  survey  area 
medical  facilities  and  demographics,  (2) 
contact  hospitals,  doctors,  the  county 
medical  society,  unions,  etc.,  (3)  estab¬ 
lish  a  legal  entity,  and  (4)  apply  for  fed¬ 
eral  funding.  They  are  now  working  on 
marketing  and  administrative  capability 
and  expect  to  be  ready  to  enroll  members 
and  provide  medical  service  late  in  1976. 

16.  The  Twin  Cities  Health  Care  De¬ 
velopment  Project  was  established  in 
1972  by  Honeywell,  Inc.,  Pillsbury  Com¬ 
pany,  Hoemes-Waldorf,  Cargill,  Inc., 
Conti-ol  Data  Corporation,  Dayton-Hud- 
son  Foundation,  General  Mills,  Minne¬ 
sota  Mining  and  Manufacturing  {3M), 
Northern  States  Power  Company,  North¬ 
western  National  Bank  of  Minneapolis, 
First  National  Bank  of  Minneapolis  and 
and  numerous  insiu'ance  companies  in 
the  Minneapolis-St.  Paul  area.  This  is 
an  independent  and  professionally  staffed 
organization  for  planning  and  general 
support  services  for  the  burgeoning  HMO 
movement  in  Minneapolis-St.  Paul. 

’The  organization  played  a  role  in  stim¬ 
ulating  HMO  development  (a  half  dozen 
or  more)  in  the  area,  convincing  the 
Minnesota  Legislature  to  end  uncertain¬ 
ty  about  the  legality  of  HMOs  in  that 
state,  and  educating  both  physicians  and 
corporate  executives  on  HMOs. 

The  organization  recently  evolved  into 
a  national  association  to  provide  infor¬ 
mation  and  educational  services  to  mem¬ 
ber  corporations  to  facilitate  effective 
compliance  with  the  federal  HMO  Act 
of  1973. 

17.  Uniroyal,  Inc.  (and  Employers  In¬ 
surance  of  Wausau)  sponsor  the  Eau 
CTaire  Health  Protection  Plan  for  all  em¬ 
ployees  and  retirees  living  in  the  area  of 
Eau  Claire,  Wisconsin.  The  project  is 
cosponsored  by  United  Rubber  Workers 
and  the  Eau  Claire  Medical  Society  and 
began  oE>eration  in  November  1974. 

The  purpose  of  the  plan  is  to  obtain  the 
cooperation  of  the  doctors  of  the  com- 
mimity  in  reducing  medical  costs.  A 
charge  per  covered  individual  Is  set  up 
monthly  in  a  physicians  fund.  If  there  is 
a  sxuplus  at  the  end  of  the  year,  the 
physicians  and  Uniroyal  each  receive  50 
percent.  If  there  is  a  deficit.  Uniroyal 
also  shares  in  it.  In  addition  to  this  risk 
sharing  plan,  there  is  provision  for  peer 
review  of  hospital  admissions  and  inpa¬ 
tient  care. 

Uniroyal  claims  that  the  project,  which 
covers  some  3,000  employees,  reduces 
company  premiums,  employee  out-of- 
I>ocket  expenses,  and  hospital  utilization. 
Uniroyal’s  net  savings  were  $24,000  from 
the  risk  sharing  fund  in  the  first  year.  A 
much  greater  amount  was  saved  because 
the  arrangement  reduced  the  average 
length  of  hospital  stay  for  Uniroyal  em¬ 
ployees  in  Wausau  from  8  to  5  days  and 
reduced  overall  hospital  utilization  by  44 
percent. 
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Employers  Insurance  of  Wausau  has 
worked  with  business,  labor  and  medical 
societies  to  set  up  these  Individual  Prac* 
tlce  Association-type  HMOs  In  three 
other  Wisconsin  cities  starting  with 
Wausau,  Wisconsin  in  1972.  There.  Wau¬ 
sau’s  own  3,500  employees  were  ttie  first 
enrollees  in  the  program. 

B.  Dual  Choice  Option.  Labor  Unions. — 

18.  The  Communications  Workers  of 
America  negotiated  a  nationwide  HMO 
dual  choice  option  (in  1971)  for  all  480,- 
000  CWA  employees  of  the  Bell  System. 
The  project  was  initiated  Jointly  with 
the  employer,  which  administers  health 
benefits  and  the  dual  choice  on  its  own. 
Twenty-three  prepaid  group  practices 
across  the  country  are  offered  under  dual 
choice.  The  employer  contributes  the 
same  amount  that  it  would  otherv^ise  pay 
for  coverage  under  the  Basic  Medical 
Expense  Plan  and  employees  make  up 
the  dlffwence.  The  project  went  Into  op¬ 
eration  In  January  1972  and  has  since 
enrolled  some  32,000  employees. 

19.  The  International  Union  of  Elec¬ 
trical,  Radio  and  Machine  Workers  ne¬ 
gotiated  nationwide  HMO  dual  choice 
options  with  both  General  Motors  (1973) 
and  General  Electric  (1970).  This  gives 
members  the  right  to  choose  an  HMO 
over  the  standard  health  benefit  plan 
where  HMOs  exist.  Extra  premium  costs 
are  borne  by  employees.  These  are  na¬ 
tionwide  benefit  agreements  admin¬ 
istered  jointly  by  management  and  labor. 

In  addition  to  the  dual  choice  option, 
lUE  locals  in  Albany  and  Buffalo,  New 
York  actively  participated  in  the  plan¬ 
ning  and  design  of  HMOs  serving  their 
area. 

20.  The  International  Longshoremen’s 
and  Warehousemen’s  Uni<«i  and  the  Re¬ 
tail  Clerks  International  Association  on 
the  West  Coast  encourages  members  to 
choose  HMO-type  health  plans  by  clari¬ 
fying  the  HMO  concept  for  workers.  The 
HjWU  encourages  HMO  membership  by. 
allowing  benefit  increases  under  alter¬ 
native  (non-HMO)  insured  plans  to 
lapse.  Workers  have  a  choice  of  cmnpre- 
hensive  (HMO)  benefits  or  limited  basic 
coverage.  Two-thirds  of  ILWU  members 
choose  Kaiser  Poimdatlon  or  other  pre¬ 
paid  group  practice  plans. 

Employers. — 21.  Bechtel  Corporation 
sponsors  an  option  to  Join  Kaiser  Foun¬ 
dation  Health  Plan  for  employees  in 
Northern  California.  The  project  began 
operation  in  January  1976.  ’The  company 
offers  the  dual  choice  on  an  experiment 
basis  and  contributes  the  same  dollar 
amount  toward  the  prepaid  plan  as  it 
does  to  its  standard  Insured  healih  plan. 
However,  the  new  option  required  a 
change  in  the  established  system  of  em¬ 
ployee  contributions  deducted  weekly 
from  the  payroll. 

22.  Continental  Bank  offered  its  em¬ 
ployees  starting  in  1974  a  dual  choice 
option.  In  mid-1976  the  company  re¬ 
ported  that  11  percent  of  its  employees 
were  enrolled  in  the  HMO. 

23.  Beginning  February  1,  1976, 

Crocker  National  Bank  offered  Kaiser 
Health  Plan  to  all  employees  In  Califor¬ 
nia  who  reside  within  a  30 -mile  radius 
of  a  Kaiser  facility. 


24.  Hie  Equitable  Life  Assurance  So¬ 
ciety  of  the  United  States  sponsors 
HMOs  for  salaried  onployees,  agents  and 
managers  in  two  regions.  Equitable  Life 
and  the  Nassau  Medical  Services  Foim- 
datlon  cosponsored  the  Nassau  Health 
Care  Plan  Option  beginning  in  March 
1975.  Equitable  also  offered  the  Harvard 
Conummlty  Health  Plan  to  Its  Boston 
employees  who  elected  the  plan  before 
December  24,  1975. 

25.  General  Electric  Company  decided 
In  1970,  before  the  federal  HMO  Act  was 
passed,  that  employees  should  be  given 
a  choice  between  participating  in  a  group 
practice  arrangement  or  the  regrular 
Comprehensive  Medical  Expensive  insur¬ 
ance  plan.  Since  1970,  very  few  em¬ 
ployees  have  shown  Interest  in  partici¬ 
pating  In  HMOs. — about  1,000  out 
300,000  ellglbles. 

26.  International  Business  Machines 
(IBM)  offers  HMO  dual  choice  to  aH 
employees  in  Callfomla  and  Washington, 
D.C.  The  project  is  cosponsored  by 
Kaiser  Foundation  and  Group  Health 
Association  of  Washington,  D.C.,  and 
began  operation  in  December  1975.  IBM 
expects  1,500  employees  to  enroll  in  1976. 

Company  benefit  administrators  state 
that  adding  HMO-type  diagnostic  and 
preventive  services  to  IBM’s  reimburse¬ 
ment  plans  would  Increase  costs  by  at 
least  15  percent-20  percait.  However, 
the  HMO  approach  may  significantly  re¬ 
duce  the  need  to  expand  the  company’s 
insurance/reimbursement  plans  and  may 
In  the  long  run  hold  down  its  costs. 

27.  Monsanto  Company  offers  the 
Medical  Care  Group  of  Washington  Uni¬ 
versity  to  salaried  employees  only  at  the 
company’s  general  offices  in  St  Louis, 
Missouri  The  project  Is  cosponsored  by 
Metropolitan  Life  Insurance  Company 
and  began  operation  March  1,  1970. 
Monsanto  claims  that  the  project,  which 
has  enrolled  some  150  employees,  has 
not  reduced  costs. 

28.  Prudential  Insurance  Company  of 
America  offers  HMO  coverage  In  lieu  of 
regular  major  medical  to  all  its  em¬ 
ployees  in  Los  Angeles.  San  Diego,  Hous¬ 
ton,  Minneapolis,  Boston  and  Providence. 
The  project  began  operation  in  June 
1970,  before  the  HMO  Act  passed 
Congress. 

Prudential  claims  that  the  project, 
which  has  enrolled  some  2,300  employees 
(plus  dependents),  improves  quality  of 
medical  care  and  reduces  hospital 
utilization. 

29.  Republic  Steel  Corporation  offers 
Kaiser  Commimity  Health  Foundation 
to  all  employees  at  all  Cleveland  area 
plants  and  offices.  The  project  Is  co¬ 
sponsored  by  United  States  Steel  Com¬ 
pany,  J  &  L  Steel  and  the  United  Steel¬ 
workers  of  America  and  began  operation 
in  November  1969. 

Problems  encountered  have  been  to 
provide  periodic  enrollment  openings, 
descriptive  materials  and  mcaiitor  for 
payroll  deductions  If  cost  of  the  alter¬ 
native  exceeds  the  cost  of  customary 
coverage.  ’The  project  covers  415  of  Re¬ 
public  Steel’s  approximately  10,000 
employees. 


30.  Shell  OH  Company  offers  Kaiser 
Foundation  Health  Plan  to  certain  em¬ 
ployee  groups  In  Callfomla  and  Oregon. 
The  project  Is  cosponsored  by  the  Oil, 
CffiemicaJ  and  Ah^c  Workers  Union 
and  has  been  in  effect  for  many  years. 
Some  3,000  employees  are  enrolled  in 
Kaiser. 

31.  Since  1974,  Standard  Oil  of  Cali¬ 
fornia  has  offered  Kaiser  Health  Plan  as 
an  alternative  to  Its  Medical  Plan. 

n.  ALTERNATIVE  METHODS  OF  PROVIDER 
REIMBURSEMENT 

This  classification  cmnprehends  a  vari¬ 
ety  of  approaches  listed  below  under  the 
following  sub-headings  fee  schedules, 
self-insurance,  prospective  hospital  reim¬ 
bursement  and  others.  Fee  schedules  are 
akin  to  volxmtary  controls  or  contrcds  on 
a  part  of  the  price.  For  example,  whole¬ 
sale  drug  prices  may  vary,  but  the  phar¬ 
macists’  fee  remains  fixed  under  a  volun¬ 
tary  agreement  between  the  pharmacist 
and  Ihe  benefit  plan. 

Self-insurance  Is  a  misnomer  which 
actually  means  that  the  benefit  plan 
does  not  pay  premiums  to  an  Insurance 
company  for  health  coverage,  but.  pays 
providers  directly.  ’This  can  save  admin¬ 
istrative  costs,  taxes — which  an  Insur- 
ane  company  must  pay  but  a  benefit  plan 
need  not — and  other  relatively  small 
costs.  It  also  gives  benefit  plan  adminis¬ 
trators  direct  control  of  health  care  pro¬ 
vider  reimbursement  and  thus  puts  ad¬ 
ministrators  In  position  to  woA  with 
providers  on  controlling  costs. 

Prospective  hospital  reimbursement 
forces  hospitals  to  budget  their  costs  In 
advance  and  keep  actual  costs  close  to 
projections  (or  face  the  prospect  of  a 
deficit) .  This  contrasts  with  cost-plus  re¬ 
imbursement  schemes  which  tend  to 
merely  pass  on  excessive  costs  to  In¬ 
surers,  patients,  etc. 

A.  Fee  Schedules.  Employers  and  Labor 
Union  (.Jointly). — 32.  General  Motors, 
Ford,  Chrysler  and  the  United  Automo¬ 
bile  Workers  negotiated  a  prescription 
drug  benefit  in  1967.  The  program  relm- 
biuses  pharmacists  on  a  cost-plus  basis: 
the  wholesale  cost  of  the  drug  and  a  dis¬ 
pensing  fee  for  the  pharmacist.  Employ¬ 
ees  pay  a  $2  copayment. 

Labor  Unions. — 33.  The  Pennsylvania 
Public  Employees  Health  &  Welfare  Fhnd 
initiated  prescription  drug  and  vision 
services  for  some  73,000  employees,  most¬ 
ly  members  of  the  American  Federation 
of  State.  County  and  Mimicipal  Employ¬ 
ees.  The  drug  program  is  administered 
by  Paid  Prescriptions  and  the  optical 
program  by  Vision  Service  Associates  of 
Pennsylvania. 

’The  Pennsylvania  Ihiblic  Employees 
Health  &  Welfare  Fhnd  pays  Paid  Pre¬ 
scriptions  a  40^  administration  charge 
and  pays  participating  pharmacists  a 
“professional  fee’’  of  $1.85 — including  the 
$1  copayment  by  Fund  members  directly 
to  the  pharmacists — for  each  prescrip¬ 
tion,  plus  the  wholesale  price  of  the 
drugs. 

The  vision  benefit  operates  In  a  similar 
way:  some  seven  himdred  participating 
opticians,  optometrists  and  ophthalmolo- 
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gists  are  reimbursed  for  the  published 
wholesale  cost  of  materials,  plus  an  es¬ 
tablished  fee  for  eye  examinations  and 
optical  fittings. 

34.  Several  locals  of  the  Retail  Clerks 
International  Association  have  drug  and/ 
or  vision  benefits  employing  cost-plus 
provider  reimbursement  mechanisms. 

35.  The  American  Federation  of  State. 
County  and  Municipal  Employees  Dis¬ 
trict  Council  37  Health  and  Security  Plan 
contracts  with  pharmacists  on  a  cost- 
plus  basis. 

36.  The  United  Storeworkers  Union 
Security  Plan  maintains  a  panel  of  physi¬ 
cians  who  agree  in  advance  to  accept  the 
Plan’s  schedule  of  fees  for  various  pro¬ 
cedures  as  payment  in  full.  The  list  of 
such  physicians  is  available  to  members. 
M«nbers  can  use  any  physician  they 
choose,  but  if  they  use  a  panel  physician 
members  are  assured  that  the  Plan  will 
pay  for  all  covered  charges.  Otherwise, 
members  run  the  risk  of  being  billed  by  a 
physician  for  the  difference  betw'een  the 
fee  he  charges  and  the  maximum  fee  al¬ 
lowed  under  the  Plan. 

37.  The  United  Federation  of  Teachers 
Welfare  Fund  initiated  contracts  with 
some  350  retail  opticians  in  New  York 
City  in  1966  for  some  80,000  New  York 
City  teachers.  The  benefit  is  self -admin¬ 
istered  andself -insured. 

Like  its  drug  service  (see  case  study 
No.  m) ,  the  UFT  Fund’s  optical  benefit 
is  provided  through  retail  outlets  on  con¬ 
tract  with  the  fund.  The  Fund  pays  the 
t(^l  cost  of  lenses  plus  a  specified  frame 
and  fitting  fee,  currently  $13.75.  This  cov¬ 
ers  the  entire  cost  of  simple,  basic 
frames.  Members  have  the  option  of  se¬ 
lecting  fancier  frames,  but  the  Fund’s 
contribution  is  limited:  Members  must 
pay  the  difference  between  $13.75  and 
the  price  of  more  expensive  types  of 
frames. 

The  optical  benefit  is  relatively  small — 
leas  than  one  percent  of  Fund  benefit 
expenditures  in  1975.  Members  are  al¬ 
lowed  one  new  pair  of  glasses  every  two 
years  imder  the  benefit.  Such  arrange¬ 
ments  are  fairly  common  among  New 
York  City  health  and  welfare  fimds, 
though  most  fimds  deal  with  only  a  few 
mass  merchandising  optical  outlets 
rather  than  the  several  himdred  on  con¬ 
tract  to  the  UFT  Fund. 

B.  Self-Insurance.  Employers. — 38. 
firestone  Tire  &  Rubber'  Company 
changed  underwriting  from  insured  to 
trusteed  for  all  employees  at  the  home 
offioe.  Self-insurance  was  instituted  bi 
1968.  See  also:  Alternative  Delivery  Sys¬ 
tems:  HMO:  International  Longshore¬ 
men’s  Association. 

C.  Prospective  Jteimhursement  of  Hos¬ 
pitals.  Employers. — 39.  General  Motors 
reports  that  work  is  continuing  on  pro¬ 
spective  reimbursement  of  hospitals: 
"Presently  12  hospitals  are  participating 
In  the  project.  The  project  is  voluntary 
and  requires  the  negotiation  of  the  rate 
of  pasunent  for  the  forthcoming  fiscal 
year.” 

"Established  a  procedure  for  review¬ 
ing  hardship  relief  requests  from  hospi¬ 
tals.  Childrens  Hospital  was  the  first  ap¬ 


peal  and  was  denied  nearly  $1  million  in 
requested  relief.’’ 

Blue  Cross-Blue  Shield  of  Michigan  is 
in  the  process  of  Implementing  a  short¬ 
term  cost  containment  program  of  cl¬ 
ings  on  hospital  charge  increases  a  fre^e 
on  physician  fees  and  intensive  claims 
monitoring. 

Labor  Union. — 40.  The  United  Mine 
Workers  of  America  Health  and  Retire¬ 
ment  Funds  initiated  a  series  of  innova¬ 
tions  beginning  in  1974.  The  UMWA 
negotiates  health  benefits  nationally 
which  are  self-insm*ed  and  administered 
jointly  by  labor  and  management.  The 
UMWA  Funds  expend  about  $270  million 
a  year  on  health  benefits.  'Ibe  innova¬ 
tions  listed  in  the  text  are  in  addition  to 
relatively  long-standing  programs  to 
sponsor  prepaid  group  practices,  contract 
with  in^vidual  physicians  on  a  retainer 
basis,  and  provide  mail  order  drugs.  (See 
also:  Claims  Review';  Health  Education; 
Miscellaneous) . 

'The  United  Mine  Workers  of  America 
Health  and  Retirement  Funds  are  in  the 
process  of  standardizing  their  method  of 
reimbursing  hospitals.  Reimbursement 
will  be  on  a  prospective  per  diem  basis. 

D.  Other.  Employer. — 41.  The  Budd 
Company  sponsors  a  blood  donor  pro¬ 
gram  for  all  employees  in  the  Detroit, 
Michigan  area.  The  project  is  cospon¬ 
sored  by  the  Red  Cross  and  began  op¬ 
eration  in  the  mid-1950’s.  Red  Cross  fur- 
nidies  equipment  and  personnel  for 
annual  operation  of  tlie  project.  Partici¬ 
pation  has  been  good  and  results  make 
blood  available  without  charge  to  all  em¬ 
ployees  and  their  families. 

Although  not  determinable,  cost  con¬ 
tainment  is  considerable  when  measured 
against  hospital  charges  of  $40.00  and 
upwards  for  one  pint  of  blood.  Budd 
claims  that  the  project,  which  covers 
some  3,000  employees,  reduces  company 
premiums,  employee  out-of-pocket  ex¬ 
penses  and  medical  fees. 

42.  DuPcsit  helped  initiate  a  bank- 
draft  syst^  for  reimbursing  pharmacists 
in  Delaware.  The  project  is  cosponsored 
by  Blue  Cross-Blue  Shield  of  Delaware 
and  b^an  operation  in  1972. 

Bank  draft  reimbursenent  of  phar¬ 
macists  by  BC/BS  was  developed  along 
the  lines  of  DuPont’s  shipping,  reim¬ 
bursement  system  for  truckers.  Phar¬ 
macists  complete  a  bank-draft  claim 
form  upon  presentation  of  a  prescrip¬ 
tion  by  an  eligible  Blue  Cross  member. 
’Ihe  form  is  deposited  in  the  pharmacists 
local  bank;  he  is  reimbursed  immedi¬ 
ately. 

Considerable  papei*work  is  eliminated 
and  instant  post-audit  of  claims  is  made 
possible.  Review  of  90-day  computer 
printouts  disclosed  a  number  of  abuses 
such  as  use  of  higher  priced  brand  name 
dn^s,  frequent  renewal  of  a  small  pre¬ 
scription  order  when  one  larger  order 
would  have  saved  time  and  expense,  and 
duplication  of  prescriptions  for  one  pa¬ 
tient  by  several  doctors.  Progress  in 
eliminating  these  abuses  was  made  even 
in  the  programs  first  six  months.  The 
project  covers  some  1,500  prescriptions  a 
day  and  costs  14  cents  per  transaction 
versus  87  cents  the  old  way.  _ 


43.  Unlroyal,  Inc.  sponsors  a  mail  order 
prescription  drug  plan  for  hourly  em¬ 
ployees  only  at  its  Philadelphia  plants 
and  retirees  of  these  plants.  By  using  a 
mall  order  pharmacy,  the  employees  are 
able  to  save  a  $1.00  co-payment  and  the 
company  is  able  to  save  on  administra¬ 
tive  costs  and  pharmacists’  fees.  Esti¬ 
mated  savings  are  $1.56  per  prescription 
as  against  total  administrative  costs  of 
$200  to  date. 

Labor  Unions. — 44.  United  Mine  Work¬ 
ers  of  America  clinics  in  Bellaire,  Ohio 
and  Madisonville,  Kentucky  have  begun 
a  risk-sharing  scheme  for  inpatient  utili¬ 
zation.  Thus,  the  clinics  share  in  the«ost 
of  excessive  hospitalization.  ’The  Funds 
are  also  experimenting  with  a  similar 
concept  for  individual  physicians  on  re¬ 
tainer  in  McDowell,  Kentucky. 

ni.  CLAIMS  REVIEW 

Claims  review  is  the  retrospective  de¬ 
termination  of  wdiether  fees  charged 
were  reasonable;  whether  the  teeatment 
was  medically  appropriate;  and  the  ex¬ 
tent  to  which  payment  is  obligated  under 
the  employ^  benefit  agreement.  Pay¬ 
ment  on  claims  found  to  be  unwarranted 
may  be  denied  or  benefit  administrators 
may  resort  to  "jawboning”  (with  medi¬ 
cal  providers  or  employees)  aimed  at  re¬ 
ducing  unwarranted  claims  in  the  fu¬ 
ture.  Claims  review  and  control  does 
not  entail  extensive  systemwide  inter¬ 
vention  in  the  delivery  of  health  care. 
Rather,  it  focuses  on  individual  claims. 

Labor  Unions. — 45.  United  Mine 
Workers  of  America  Funds  recently  initi¬ 
ated  and  are  still  experimenting  with  a 
new  data  system  including  automatic  fee 
audits  designed  to  give  Fund  adminis¬ 
trators  an  estimate  of  what  each  pro¬ 
vider  charges  for  a  broad  range  of  pro¬ 
cedures.  The  goal  Is  to  allow  Fund  ad¬ 
ministrators  to  identify  and  control  fu¬ 
ture  rises  in  provider  fees  for  a  broad 
range  of  services. 

Employers. — 46.  AMF.  Inc.  audited  the 
regional  claims  offices  of  its  insmance 
carrier,  Equtable  Life,  four  times  in  1976. 
’This  was  done  to  trace  trends  in  high 
fees  or  overutilization  associated  with 
individual  physicians;  and  to  insure  that 
employees  who  are  out  sick  or  injined 
for  exceptionally  long  periods  are  given 
medical  examinations  to  verify  their 
conditions.  In  fact,  extended  work  leaves 
were  identified  and  exams  called  for, 
but  the  review  process  is  time-consum¬ 
ing.  AMF  claims  that  the  project,  which 
covers  some  20,000  employees,  has  re¬ 
sulted  in  net  savings  of  $6,115.00  (after 
four  audits  in  1975) . 

47.  Burlington  Industries,  Inc.  fiags 
charges  considered  above  reasonable  and 
customary.  A  peer  review  board  deter¬ 
mines  whether  and  how  much  payment 
is  proper.  In  areas  that  do  not  have  peer 
review  boards,  Burlington  is  working 
with  its  carriers  to  encomage  formation 
of  such  boards.  One  insurance  carrier 
has  several  staff  people  (at  the  request 
of  Burlington)  to  reeularly  review  and 
visit  physicians  and  hospital  administra¬ 
tors  to  discuss  questionable  chsffges  and 
practices. 

48.  Continental  Can  Company,  Inc. 
sponsors  claims  control  for  all  its  enw 
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ployees.  The  project,  covering  50,000 
employees  is  cosponsored  by  Metropoli¬ 
tan  Life  Insurance  Company  and  began 
operation  January  1, 1973. 

The  purpose  of  this  program  is  to 
reduce  hospital  overutillzatlon,  main¬ 
tain  physician’s  charges  within  each 
doctor’s  “reasonable  and  customary’’ 
profile  and  to  reduce  employee  malin¬ 
gering.  This  has  required  follow-ups  on 
suspected  malingering  and  close  review 
and  checking  of  “suspect’’  claims  for  hos¬ 
pital  and  medical  care  costs.  The  precise 
amount  of  tangible  savings  is  difficult  to 
measure  but  the  company  employee  ben¬ 
efit  director  believes  that  such  saving 
do  definitely  exist.  Net  savings  are  re¬ 
portedly  $400,000  (estimated) . 

49.  Northern  Natural  Gas  Co.  pays 
claims  on  the  basis  of  reasonable  and 
customary  fees.  Charges  above  that  are 
renegotiated  with  the  physician  or  sub¬ 
mitted  to  peer  review.  Employees  are 
told  about  individual  doctors  that  charge 
above  the  reasonable  and  customary  level 
and  are  told  the  company  will  pay  only 
up  to  that  level  on  future  bills. 

'  50.  Reynolds  Metals  Company  spon¬ 
sors  claims  controls  for  all  employees  In 
Richmond,  Virginia.  The  project,  which 
covers  some  34,000  employees,  is  cosp)on- 
sored  by  Metropolitan  Life  Insurance 
Company  and  began  operation  in  1970. 

A  Metropolitan  Life  employee  works 
fulltime  on  Reynolds  claims  at  all  Rey¬ 
nolds  locations — making  calls  on  doctors, 
dentists,  hospitals  and  clinics,  to  discuss 
fess,  room  rates,  return  to  work  dates, 
overutilization,  etc. 

51.  SCM  sponsors  claims  control  and 
claims  administration  for  all  employee 
claims.  The  project  Is  cosponsored  by 
Connecticut  General,  Prudential  and  INA 
and  began  operation  in  April  1973.  SCM 
reduces  cost  through  constant  review  of 
claims  and  periodic  site  visits  to  the  pay¬ 
ment  offices  of  its  insurance  carriers. 
SCM  claims  that  the  project,  which 
covers  some  22,000  employees,  has  ef¬ 
fected  net  savings  of  about»‘$375,000. 

52.  Since  1974,  Standard  OU  (A  Cali¬ 
fornia  has  contracted  with  its  Medical 
Plan  administrator.  Equitable,  to  reim¬ 
burse  only  reasonable  customary  and 
necessary  expenses.  Contested  charges 
are  submitted  to  peer  grroups  for  review. 

53.  Since  November  1971  Textron,  Inc. 
sponsors  a  surgical  cost  claims  control 
program  for  all  its  employees  nationwide 
whose  surgical  benefits  are  underwrit¬ 
ten  by  Aetna.  Textron  claims  that  the 
project  cosponsored  by  Aetna  Life  & 
Casualty  which  covers  some  36,000  em¬ 
ployees,  has  afforded  net  savings  of  ap¬ 
proximately  $430,000  to  $630,000  an¬ 
nually.  Textron  has  had  Aetna  modify 
its  normal  cost  control  program  as  fol¬ 
lows: 

It  a  doctor's  fee  is  still  considered  excessive 
after  Aetna  has  called  the  doctor  •  •  •  a 
series  of  letters  is  used.  These  explain  to  both 
the  doctor  and  the  Insured  that  the  charge 
is  excessive  and  no  further  payment  can  be 
made.  If  the  doctor  persists  In  billing  for 
the  difference,  provision  has  been  made  fOT 
peer  review. 

54.  Trans  World  Airlines  sponsors  co¬ 
ordination  of  benefits  and  a  claims  cost 


control  system  for  all  its  U.S.  employees 
(33,000).  The  project  is  cosponsored  by 
three  TWA  employee  unions  and  Con¬ 
necticut  General  Life.  TWA  has  nego¬ 
tiated  coordination  of  benefits  clauses 
into  all  its  medical  plans.  Coordination 
of  benefits  saves  TWA  money  by  elirtii- 
nating  duplication  of. benefit  payments 
from  two  different  plans.  The  company 
also  has  cost  control  procedures,  includ¬ 
ing  audits  of  individual  doctors  and  hos¬ 
pitals.  Net  savings  are  reportedly  several 
million  dollars.  See  also:  Concurrent  or 
Prospective  Review:  Hospital  Review: 
Greyhound  Corp. 

IV.  CONCURRENT  OR  PROSPECTIVE  PEER 
REVIEW 

By  contrast  to  (retrospective)  claims 
review,  prospective  and  concurrent  re¬ 
view  offer  the  reviewer  and/or  the 
patient  a  chance  to  Intervene  before  it 
is  too  late  to  alter  the  kind  of  care  ren¬ 
dered.  This  affords  the  patient  and/or 
payer  more  influence  over  both  the  qual¬ 
ity  and  cost  of  medical  care  received. 
Systematic  peer  review  offers  the  po¬ 
tential  to  alter  the  general  patterns  of 
medical  care  rendered  by  an  Indivldu^ 
physician  or  even  by  an  enthe  depart¬ 
ment  of  a  hospital. 

The  entries  below  are  divided  into  three 
sub-headings:  hospital,  surgical  and  den¬ 
tal  review.  Under  hospital  review  are 
listed  foundation  projects  sponsored  by 
local  medical  societies  to  review  the  nec¬ 
essity  of  costly  hospital  admissions.  Also 
listed  under  hospital  are  PSRO  programs, 
which  may  or  may  not  be  associated  with 
a  medical  society. 

PSROs  or  Professional  Standards  Re¬ 
view  Organizations  are  groups  of  health 
care  professionals  being  established 
throughout  the  country  under  a  federal 
program  designed  to  control  costs  and 
quality  of  care.  Using  locally  determined 
criteria  of  appropriate  hospital  admis¬ 
sions,  length  of  stay,  and  course  of  treat¬ 
ment,  PSROs  review  cases  while  they  are 
in  treatment  in  order  to  flag  inappro¬ 
priate  care  and  unnecessary  expense. 

Surgical  review  is  prospective.  It  en¬ 
courages  (or  in  some  cases  requires)  em¬ 
ployees  who  have  been  scheduled  for  non¬ 
emergency  surgery  to  obtain  a  second 
medical  opinion  on  the  necessity  of  that 
surgery  before  it  is  performed.  Such  pro¬ 
grams  pay  for  the  second  opinion  and 
some  set  up  referral  centers  to  make 
appointments  with  appropriate  surgical 
specialists  for  the  second  opinion.  The 
goal  of  presurglcal  review  is  to  reduce  un¬ 
necessary  surgeryrand  costly  hospital 
utilization.  However,  if  a  second  opinion 
does  not  confirm  the  need  for  .surgery, 
patients  are  still  free  to  decide  to  go 
ahead  with  the  surgery. 

Under  dental  review  are  listed  pro¬ 
grams  designed  to  flag  cosmetic  or  un¬ 
necessarily  exiienslve  dental  procedures 
before  they  are  done.  The  third  party 
payer  can  refuse  to  reimburse  all  or  part 
of  the  cost  of  these  procedures  if  a  less 
expensive  and  professionally  adequate 
alternative  dental  procedure  is  available. 
Thus,  dental  review  lets  patients  and 
dentil  know  in  advance  what  benefits 
win  be  so  they  can  decide  how  to  proceed. 

\ 


A.  Hospital  Review.  Employers. — 55. 
Caterpillar  Tractor  Company  has  been 
sponsoring  development  of  Midstate 
Medical  Foimdation  since  January  1975, 
for  all  employees  in  Peoria,  Tazewdl, 
Woodford  and  McLean  counties,  Illinois. 
The  project,  cosponsored  by  the  Peoria 
Medical  Society,  will  cover  some  37,000 
employees. 

Caterpillar  supports  development  of 
Medical  Foundation  review  of  hospital 
admissions  to  determine  the  necessity 
and  length  of  stay  of  hospital  confine¬ 
ment.  Potential  net  annual  savings  are 
an  estimated  $380,000. 

56.  B.P.  Goodrich  Company  plans  to 
contract  in  late  1976  with  a  PSRO-^pe 
program  for  peer  review  of  Goodrich  em¬ 
ployees  in  the  Akron  area  only.  The  com¬ 
pany  will  pay  so  much  per  employee  ad¬ 
mitted  to  the  hospital  to  have  that  pa¬ 
tient’s  course  of  treatment  monitored 
concurrently. 

57.  Greyhound  Corporation’s  medical 
plan,  begun  in  1971,  is  administered  by 
the  Maricopa  Foundation  for  Medictd 
Care  for  all  Phoenix  employees  by  vari¬ 
ous  Phoenix  companies,  various  carriers 
with  Phoenix  clients,  and  Maricopa 
County  Medical  Society. 

The  Maricopa  Foundation  for  Medical 
Care  was  selected  as  the  administrator 
of  the  corixiratlon’s  self -funded  medical 
plan  because  of  its  use  of  peer  review  of 
claims,  a  Certified  Hospital  Admission 
Program,  and  agreement  with  member 
physicians  (approximately  85  percent  of 
all  area  physicians)  that  they  accept 
Foundation  payments  as  payment  in  full 
for  their  services.  Greyhound  claims  that 
the  Foundation  has  demonstrated  cost 
savings  for  employee  group  medical 
plans.  Major  cost  savings  result  frcxn 
shorter  average  hospital  confinements, 
denial  of  treatments  deemed  imneces- 
sary  by  Foundation  peer  review  commit¬ 
tees,  and  reduction  of  physician  charges 
deemed  imreasonable  by  peer  review. 

58.  The  Proctor  &  Gamble  Company 
spKinsors  the  Mid-West  Foundation  for 
all  employees  at  all  Cincinnati  locations. 
The  project,  begim  January  1, 1975,  is  co¬ 
sponsored  by  Blue  Cross  of  Southwest 
Ohio  and  the  Cincinnati  Academy  of 
Medicine.  The  Foundation,  covering 
some  11,000  P&G  employees,  provides 
peer  review,  monitors  hospital  stays,  and 
works  with  physicians  toward  agreement 
on  fees. 

Employers  &  Labor  Union  (.Jointly) . — 

59.  The  United  Automobile  Workers, 
General  Motors,  Ford  and  Chrysler,  In 
conjunction  with  Michigan  Blue  Cross 
&  Blue  Shield  have  implemented  a  pilot 
project  on  an  experimental  level  which 
is  designed  to  control  hospital  admissions 
through  prospective  hospital  utilization 
review.  This  involves  review  by  nurses 
and  physicians  in  the  hospital  of  the 
necessity  of  admission  and  the  propriety 
of  inpatient  treatment.  The  pilot  project, 
conducted  by  the  Genesee  Medical  Cor¬ 
poration,  showed  20  percent  reducticm  In 
length  of  stay  over  a  six-month  period. 

B.  Surgical  Review.  Employer. — 60. 
After  investigating  the  feasibility  of  a 
second  (H>inlon  plan  for  four  years.  Blue 
Cross  and  Blue  Shield  of  Greater  New 
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York  implemented  the  voluntary  “Pro¬ 
gram  for  Elective  Surgical  Seccmd  Opin¬ 
ion”  (PRESSO)  on  January  1,  1976.  Ap¬ 
proximately  150  experience  rated  groups 
representing  some  400,000  subscribers 
had  enrolled  by  early  May  1976.  The  Plan 
solicited  some  6,000  board  certified  sur¬ 
geons  in  the  area,  of  whom  1,722  agreed 
to  act  as  consultants.  They  cannot  per¬ 
form  the  surgery  in  question  or  otherwise 
treat  a  "second  opinion”  patient  for  the 
specific  condition  involved.  Patients 
wishing  a  second  opinion  are  given  a  list 
of  three  speciaUsts  from  which  they  se¬ 
lect  a  consultant  and  then  make  an  ap¬ 
pointment. 

61.  Pennsylvania  Blue  Shield  initiated 
a  voluntary  “Surgical  Consultation  Pro¬ 
gram”  (SCP)  on  January  1,  1976,  for 
some  5,000  employees  (and  dependents) 
of  Pennsylvania  Blue  Shield  and  Capital 
Blue  Cross.  Consultants  will  be  chosen 
by  patients  without  the  use  of  a  formal 
referral  mechanism.  Patients  can  choose 
any  licensed  physician,  dental  surgeon, 
podiatrist,  etc.,  for  consultation.  Though 
no  formal  “conflict  of  interest”  limita¬ 
tion  is  imposed,  consultants  will  be  dis¬ 
couraged  from  performing  the  surgery. 
The  program  consists  essentially  of  an 
additicHial  benefit — coverage  of  cwisulta- 
tlon — without  a  formal  mechanism  of 
referral. 

62.  (Chrysler  Corporation  has  sponsored 
a  podiatric  peer  review  program  for  all 
employees  at  Highland  Park,  Michigan 
since  mid-1975.  The  project,  cosponsored 
by  Aetna  Life  &  Casualty,  Blue  Cross- 
Blue  Shield  of  Michigan  and  the  Michi¬ 
gan  State  Podiatry  Association,  covers 
some  80-100  employee  cases. 

Podiatric  services  in  1974  in  Michi¬ 
gan  cost  Chrysler  $2.7  million  and  in  the 
first  eight  months  of  1975  nearly  $1.6  mil¬ 
lion.  By  “spotlighting”  attention  on  this 
situation,  Chrysler  hopes  to  reduce  the 
frequency  of  “serial  surgery”  and  other 
types  of  abuses  resulting  in  long  dura¬ 
tion  disability  absences  due  to  foot  sur¬ 
gery. 

63.  New  York  State  and  New  York 
City  sponsor  volimtary  presurgical  sec¬ 
ond  opinion  pn^rams  for  their  employ¬ 
ees.  The  goal  is  to  reduce  the  costs  and 
risks  of  surgery  by  encoiuraging  onploy- 
ees  to  get  a  second  physician’s  opinion  on 
the  necessity  of  a  non-emergency  opera- 
ti(m  before  going  ahead  with  it.  (See 
case  study  No.  I.) 

Labor  Unions. — 64.  The  United  Elec¬ 
trical  Workers  Union  In  Springfield,  Ver¬ 
mont.  implemented  an  experimental  sec¬ 
ond  opinion  program  on  January  19. 
1976,  for  its  4,000  members  (including 
families).  New  features  (in  addition  to 
regular  benefits  for  outpatient  consulta¬ 
tions  and  diagnostic  tests)  are  data  col¬ 
lection  by  BC/BS  for  research  piuposes 
and  a  union  organized  referral  center. 
The  referral  center  makes  the  appoint¬ 
ment  wiUi  a  consultant — any  licensed 
physician  who  wishes  to  participate. 
There  is  no  conflict-of-interest  rule:  the 
consulting  physician  may  assume  care 
of  the  patient. 

Employer  &  Labor  Union  (.Jointly) . — 
65.  After  the  United  Aut(MnobUe  Work¬ 
ers,  General  Motors,  CThrysler  and  Ford 


exm'essed  interest  in  1975  in  a  second 
opinion  program  for  elective  sxurgery, 
Michigan  Blue  Cross-Blue  Shield  began 
developing  an  experimental  program  in 
September  1975.  Concentrated  in  the 
Detroit  area,  enrollment  is  ruojected  at 
1.5  million  hourly  and  salaried  employees 
of  the  auto  companies,  including  their 
dependents  and  retirees. 

Initially  the  voluntary  “Program  for 
Consolation  on  Elective  Surgery” 
(PROCES),  will  utilize  approximately 
100  surgeons  as  second  opinion  consult¬ 
ants — ^preferably  board-certified  special¬ 
ists  with  university  of  teaching  hospital 
affiliations.  Appointments  with  consult¬ 
ants  will  be  made  by  a  referral  center 
administered  by  Blue  Cross-Blue  Shield. 
The  consultant  will  be  prohibited  from 
performing  the  surgery  or  assuming  the 
care  of  the  patient,  though  consultants 
may  recommend  alternative  care  and/or 
another  physician  to  provide  care. 

66.  Local  25  of  the  Teamsters  Union 
in  Massachusetts  developed  a  second 
opinion  program  which  helped  spark  the 
interest  of  Raytheon  Corporation  and  a 
Blue  Cross  and  Blue  Shield  group  in  the 
same  state.  BC/BS  decided  on  March  10, 
1976,  to  establish  such  a  program  in  the 
summer  of  1976  and  held  discussions 
with  Raytheon  concerning  enrollment 
of  its  27,000  employees'  in  the  progx*am. 
Other  groups  wishing  to  participate  will 
be  enrolled.  A  referral  center  will  set  up 
appointments  for  patients  with  consult¬ 
ants.  Consultants  cannot  perform  the 
surgery,  but  can  recommend  alternative 
forms  of  care  or  a  different  physician  to 
render  that  care. 

C.  Dental  Review.  Employer  &  Labor 
Union  (Jointly) . — 67.  The  United  Auto¬ 
mobile  Workers  and  General  Motors, 
Ford  and  Chrysler  negotiated  dental 
benefits  administered  by  Michigan  Blue 
Cross  Blue  Shield  and  by  Aetna  Life 
Insurance  Company,  effective  October 
1975.  It  employs  Predetermination  in¬ 
cluding  Alternate  Course  of  Treatment 
to  control  costs.  This  control  mechanism 
requires  that  any  course  of  treatment 
that  can  reasonably  be  expected  to  in¬ 
volve  covered  dental  expenses  of  $100 
or  more  be  reviewed  in  advance  by  the 
dental  carrier  and  approved  in  so  far 
as  payment  by  the  carrier  is  concerned — 
after  consideration  has  been  given  by  the 
carrier  to  alternate  comses  of  treatment 
that  may  be  less  costly. 

Also,  included  by  way  of  cost  and 
quality  controls  are  post-treatment  re¬ 
view,  audits  of  dentists’  records,  and 
variable  copayment  designed  to  encour¬ 
age  preventive  care.  Preveitive  care  such 
as  oral  examinations  and  topical  ap¬ 
plication  of  fluoride  are  covered  in  fiill; 
most  other  procedures  are  covered  either 
at  85  percent  or  50  percent  of  reasonable 
and  customary  charges.  (See  case  study 
No.  n.) 

Labor  Unions. — 68.,  69.  The  Pennsyl¬ 
vania  Public  Employees  Health  &  Wel¬ 
fare  Fimds  (AFSCME)  as  well  as  the 
United  Steelworkers  of  America  have 
also  instituted  dental  plans  within  the 
past  few  years  which  use  predetermi¬ 
nation  and  alternate  course  of  treatment 
to  control  costs. 


V.  Coverage  op  Less  Costly  Care 

The  entries  imder  this  heading  refer 
to  changes  in  benefit  plans  Instituted 
either  to  encoxuage  employees  and  their 
physicians  to  make  use  of  less  costly 
forms  of  care  or  to  remove  disincentives 
to  their  use.  Typically,  this  means  cov¬ 
ering  the  same  procedure  that  is  often 
done  in  a  hospital  when  it  is  performed 
outside  the  hospital  or  in  a  hospital 
outpatient  clinic.  Thus,  for  instance,  the 
incentive  to  hospitalize  a  patient  for 
minor  surgery  or  diagnostic  tests  simply 
-because  the  insurance  policy  will  only 
pay  for  it  in  a  hospital  is  removed.  This 
saves  costly  hospital  room  charges  and 
lost  work  time.  It  also  represents  a  more 
comprehensive  benefit  package. 

Employers. — 70.  Since  1971  the' Bab¬ 
cock  and  Wilcox  Company  has  sponsored 
pre-admission  testing  and  extended  care 
facilities  for  all  salaried  employees. 

The  company’s  objective  is  to  reduce 
inpatient  hospital  admissions  by  provid¬ 
ing  flexibility  in  pre-  and  post-hospital 
care.  Initially,  lack  of  facilities  for  ex¬ 
tended  care  outside  the  hospital  and  for 
testing  was  a  problem,  but  the  company 
reports  that  facilities  to  alleviate^the 
problem  are  being  built. 

Babcock  and  Wilcox  claims  that  the 
project,  which  covers  some  14,500  em¬ 
ployees,  has  enabled  net  savings  of  about 
$39,000. 

71.  Burlington  Industries,  Inc.  in  1974 
instituted  an  educational  program  and 
a  change  in  its  health  coverage  designed 
to  encourage  (less  expensive)  ambula¬ 
tory  instead  of  in-hospital  care  when¬ 
ever  possible.  Outpatient  benefits  were 
liberalized  and  employees  were  given  a 
booklet  and  a  voice/slide  presentation 
that  encouraged  them  to  seek  outpatient 
care,  ask  providers  about  costs  and  sub¬ 
mit  claims  promptly. 

72.  Campbell  Soup  Company  has  spon¬ 
sored  “short  procedure  xmits”  at  several 
hospitals  since  the  early  1970s.  The  proj¬ 
ect  is  cosponsored  by  Blue  Cross-Blue 
Shield  plans.  Special  arrangements  with 
several  major  hospitals  in  company  lo¬ 
cations  provide  for  speedy  (one-day) 
and  less  costly  surgery  for  15  to  20 
kinds  of  procedures  (hemorrhoids, 
tonsils,  vein  legations,  etc.)  which  are 
usually  done  on  an  inpatient  basis.  In¬ 
stead  of  admitting  patients  to  a  hospital 
(bed)  room,  services  are  rendered  in  an 
emergency  room  or  like  facility  and  the 
patient  is  discharged  the  same  day.  This 
is  similar  to  surgl-center  care  except 
that  it  is  hospital  based. 

In  the  early  1970s  Campbell  Soup 
Company  also  arranged  with  various 
clinics  and  laboratories  to  perform  diag¬ 
nostic  tests  before  patients  are  hospital¬ 
ized.  These  costs,  totaled  up  with  the 
rest  of  the  patients’  hospital  charges, 
are  covered  by  Insurance.  This  saves 
money  on  xmnecessary  in-hospital  con¬ 
finement  during  tests  and  lab  workups. 

73.  The  C(dumbla  Gas  System,  Inc.  re¬ 
vised  its  medical  plan  to  encourage 
utilization  of  less  costly  outpatient  hos¬ 
pital  facilities  for  all  «npl(^ees  (10,500). 
The  project  cosponsored  by  Aetna  Life 
Insurance  Company  and  initiated  in 
AprU  1973,  consisted  of  amendments  to 
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the  medical  plan  to:  cover  pre-admis¬ 
sion  outpatient  exp>enses  as  normal  hos¬ 
pital  expenses  at  100  percent  and  to  pay- 
hospital  charges  for  outpatient  surgery 
the  same  as  for  inpaJtient  expenses 
(100%).  Columbia  sought  both-  to 
broaden  coverage  for  employees  and  to 
encourage  use  of  less  costly  facilities 
thereby  reducing  ultimate  plan  costs. 
Total  inpatient  hospital  days  payable 
under  the  plan  have  been  declining  over 
the  past  four  years,  but  it  is  difficult  to 
say  if  this  is  a  direct  result  of  the  plan 
changes  mentioned  above. 

74.  Firestone  Tire  &  Rubber  Company 
liberalized  out-of -hospital  benefits  for  all 
employees  at  all  U.S.  facilities  in  1973 
(50,000  employees) . 

Coverage  of  ambulatory  care  was  lib¬ 
eralized  in  an  attempt  to  substitute  rela¬ 
tively  less  expensive  outpatient  care  for 
relatively  more  expensive  inpatient  care. 
The  company  says  it  has  not  yet  had 
sufficient  experience  to  judge  the  success 
of  the  project. 

75.  General  Foods  Corporation 
changed  its  basic  health  insurance  plan 
to  eliminate  the  deductible  on  coverage 
of  X-rays  and  diagnostic  lab  charges  per¬ 
formed  on  an  outpatient  basis.  The  de¬ 
ductible  had  encouraged  patients  to 
enter  hospitals  on  an  inpatient  basis  for 
such  tests  to  avoid  out-of-pocket  ex¬ 
penses.  Extending  coverage  without  a 
deductible  to  outpatient  services  was  in¬ 
tended  to  remove  this  disincentive  to  a 
less  costly  way  of  getting  diagnostic  and 
X-ray  services. 

76.  General  Motors  in  conjunction 
with  Michigan  Blue  Cross-Blue  Shield 
strives  to  identify  “surgical  procedures 
w'hich  can  be  performed  on  an  outpatient 
as  well  as  an  inpatient  basis.  Incentives 
would  then  be  developed  for  encourag¬ 
ing  patients  to  have  these  procedures 
performed  on  an  outpatient  basis.” 
(Quoted  from  a  GM  report,  1975.) 

77.  H.  J.  Heinz  Company  provides  ex¬ 
panded  coverage  for  out-patient  diag¬ 
nostic,  emergency  and  surgical  services 
for  all  employees  (8,000) .  The  project  is 
cospronsored  by  Blue  Cross-Blue  Shield 
and  began  operation  in  1971. 

78.  In  1974,  International  Harvester 
extended  benefit  coverage  for  its  75,000 
employees  to  operations  performed  in 
surgi-centers.  The  company  adds  this 
comment:  “The  only  difficulty  with 
Surgi-centers  is  that  they  will  accept 
patients  for  services  not  otherwise  re¬ 
quiring  hospital  services,  i.e.,  minor 
surgeries  otherwise  performed  in  a  doc¬ 
tor’s  (or  dentist’s)  office.  Thus,  the  bene¬ 
fit  has  to  be  limited  to  services  which 
w-ould  otherwise  be  performed  either  out¬ 
patient  or  inpatient  at  a  hospital  to  real¬ 
ize  any  savings”. 

79.  Johnson  &  Higgins  sponsors  pre¬ 
admission  testing  for  all  employees.  The 
project,  begun  in  1971,  is  cosponsored  by 
Prudential  Insurance  Company  of  Amer¬ 
ica.  Johnson  &  Higgins  claims  that  ex¬ 
tending  insurance  coverage  to  pre- 
surgical  testing  done  on  an  outpatient 
basis  for  2,000  employees,  reduces  length 
of  hospital  stay. 

80.  Northern  Natural  Gas  takes  ad¬ 
vantage  of  the  flexibility  it  derives  from 


having  its  own  claims  calculating  per¬ 
sonnel,  though  the  company  insures 
through  a  caiTier.  Cfiaims  clerks  try  to 
educate  employees  (when  they  call  to 
check  on  coverage)  about  the  cost  ad¬ 
vantages  of  outpatient  over  inpatient 
care  and  to  encomage  employees  to  get 
a  second  opinion,  which  the  plan  will 
cover  before  major  surgery.  The  plan 
also  will  cover  less  expensive  forms  of 
care  such  as  home  care  instead  of  hospi¬ 
tal  care  to  be  reimbursed  beyond  the 
formal  wording  of  the  contract  if  the 
alternative  form  saves  the  plan  money. 

81.  Proctor  &  Gamble  has  extended 
coverage  of  various  types  of  less  expen¬ 
sive,  out-of-hospital  care  to  34,000  hourly 
and  salaried  employees  through  its  in¬ 
surance  carriers.  In  an  effort  to  contain 
costs,  it  has  extended  coverage  to  out¬ 
patient  hospital  and  doctor’s  office  test¬ 
ing,  licensed  nursing  and  convalescent 
home  care  following  hospitalization,  and 
home  coverage  of  medical  services  and 
supplies  when  provided  by  a  qualified 
home  health  agency. 

82.  Pullman,  Incorporated  has  spon¬ 
sored  pre-admission  testing  for  some  7,- 
000  salaried  employees  since  1972.  The 
benefit  extends  to  100  percent  reimburse¬ 
ment  for  out-of-hospital  diagnostic  X- 
ray  and  laboratory  procedures.  The  goal 
is  to  reduce  inpatient  utilization,  but  the 
company  questions  whether  anyone  ac¬ 
tually  xmdergoes  pre-admission  testing 
now  who  would  not  have  done  so  any¬ 
way — even  if  the  company  did  not  cover 
pre-admission  testing. 

83.  Shell  Oil  Company  has  sponsored 
ambulatory  surgical  center  coverage  for 
all  (24,000)  employees  under  Shell’s  Hos¬ 
pital/Surgical/Medical  plan  since  Janu¬ 
ary  1,  1976.  The  company  hopes  to  lower 
costly  inpatient  utilization  by  providing 
similar  coverage  for  procedures  per¬ 
formed  in  ambulatory  surgical  centers  as 
are  provided  for  hospital  confinements. 
One  designed  difference  is  that  there  is 
no  deductible  for  expenses  incurred  in 
an  ambulatoi-y  surgical  center  whereas 
there  is  a  $25  deductible  for  hospital 
expenses. 

84.  Standard  Oil  Company  of  Califor¬ 
nia  recognizes  as  covered  expenses  imder 
its  medical  plan  the  use  of  surgi-centers 
in  heu  of  the  more  costly  hospital  con¬ 
finement  benefit. 

VI.  Health  Education 

Educational  projects  can  reduce  health 
care  costs  in  several  ways.  First,  educa¬ 
tion  as  to  proper  nutrition  and  exercise 
can  help  reduce  the  incidence  of  ill¬ 
ness.  So,  too,  can  counseling  services  on 
alcoholism  and  emoticoial  problem  areas 
reduce  the  incidence  of  physiological  and 
mental  illness.  Employees  can  also  be  en¬ 
couraged  to  use  professional  health  care 
services  in  the  most  cost-effective  man¬ 
ner.  These  measures  can  reduce  both  uti¬ 
lization  and  lost  work  time. 

Employers. — 85.  Since  1972,  Borden, 
Inc.  has  sponsored  “Focus  on  Health” 
programs  for  all  employees  at  Borden 
corpora  ted  headquarters.  Cosponsored  by 
Heart,  Limg,  Cancer,  Diabetes  and  other 
medical  associations  as  well  as  the  Red 
Cross  and  local  police  and  fire  depart¬ 


ments.  The  program  includes  a  blood 
donor  project  reaching  20,000  employees, 
diagnostic  tests,  and  education  projects 
on  health,  nutrition  and  exercises  which 
have  reached  5,000  employees. 

86.  Continental  Bank  has  sponsored 
employee  health  education  programs 
since  1974  for  all  employees  in  Chicago 
(8,000) .  ’The  project,  cosponsored  by 
Heart,  Lung,  and  Cancer  associations, 
makes  information  available  to  staff  on 
dangers  to  good  health;  on  how  to  rec¬ 
ognize  certain  symptoms  of  possible  ir¬ 
regularities;  and  on  good  health  prac¬ 
tices  (to  see  a  physician  regularly  and 
to  avoid  smoking,  reduce  weight,  good 
eating  habits,  etc.) . 

Continental  Bank  has  also  sponsored 
personnel  health  programs  since  1973  for 
some  2,000  salaried  employees  (age  40 
and  above)  only  in  Chicago,  New  York, 
Los  Angeles,  Houston,  and  overseas.  The 
programs  encourage  staff  to  start  and 
maintain  “good  health  practices”  uti¬ 
lizing  a  preventive  health  care  attitude. 

87.  Since  1972  Firestone  Tire  &  Rub¬ 
ber  Company  has  sponsored  an  employee 
assistance  program  for  all  employees  at 
all  U.S.  facilities.  Firestone  initiated 
coimseling  and  referral  services  for  the 
following  problems:  alcohol,  family,  per¬ 
sonal,  legal,  drugs,  and  financial.  The 
company  reports  an  80%  recovery  rate. 

The  project  has  helped  some  2,340  em¬ 
ployees  over  the  last  four  years. 

88.  PPG  Industries  sponsors  a  variety 
of  health  evaluation  and  education  proj¬ 
ects  for  selected  employees.  One  project 
in  1973,  at  a  cost  of  $15,000,  provided 
a  series  of  films  and  monographs  for 
150  company  executives,  dealing  with 
personal  health  habits  and  their  effect  on 
heart  disease,  cancer  and  emotional 
health.  Continuing  programs  involving 
physical  examinations  are  aimed  at  older 
executives  and  some  7,000  employees  ex¬ 
posed  to  hazardous  equipment. 

Labor  Unions. — 89.  The  United  Mine 
Workers  of  America  sponsor  educational 
efforts  such  as  film  strips,  slide  shows, 
literature,  etc.,  to  inform  members  of 
their  health  benefits  and  of  how  to  con¬ 
serve  medical  care  resources. 

See  also:  Coverage  of  Less  Costly  Care: 
Burlington,  Industries,  Inc.;  Preventive 
Care:  Mobil  Oil  Corp.;  Miscellaneous: 
United  Farm  Workers. 

Vn.  Health  Planning 

Participation  in  community  health 
planning  can  reduce  benefit  costs  if  it 
can  help  prevent  the  construction  of  un¬ 
necessary  facilities  or  convert  existing 
underutilized  facilities  to  more  prouuc- 
tive  functions.  Unnecessary  facilities 
raise  costs  in  three  ways.  First,  one-time 
capital  investments  in  facilities  are  par¬ 
tially  absorbed  by  higher  charges.  Sec¬ 
ond,  the  operating  cost  of  facilities  is 
significant  even  on  days  when  they  are 
not  being  used:  the  labor  costs  of  staffing 
•empty  hospital  beds  or  underused  radio¬ 
therapy  equipment  can  rise  well  above  50 
percent  of  the  total  cost  of  actual  opera¬ 
tion.  Third,  existing  facilities  affect  pat¬ 
terns  of  utilization;  empty  beds  tend  to 
get  filled  in  order  to  generate  the  reve¬ 
nues  needed  to  pay  for  them. 
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Employers. — 90.  General  Motors,  Ford, 
and  Chrysler  recently  urged  Michigan 
Blue  Cross-Blue  Shield  to  Implement  a 
number  of  cost  control  Ideas,  which  the 
United  Automobile  Workers  Union  has 
long  supported.  Reflecting  increased  con¬ 
cern  over  health  care  benefit  costs,  GM 
sponsored  a  series  of  seminars  for  its  ex¬ 
ecutives  in  1975  and  1976  on  health 
planning  and  cost  issues.  Material  pre¬ 
pared  for  a  GM  conference  on  health 
care  costs  in  October  1975  reported  these 
steps  being  taken  or  considered  by  Mich¬ 
igan  Blue  Cross-Blue  Shield:  “Areas  of 
overbedding  have  been  identified  and 
action  priorities  established,”  encourage¬ 
ment  of  ambulatory  sxirgical  centers;  an 
attempt  to  prevent  the  purchase  of  ex- 
ipenslve  EMI  scanners  by  six  private 
radiology  groups  in  the  Tri-County  area 
around  Detroit,  which  would  result  In 
imnecessary  costs  through  excessive 
utilization. 

91.  Executives  from  various  companies 
tn  the  Pittsburgh,  Pennsylvania  area  ac¬ 
tively  participated  in  local  health  plan¬ 
ning  though  the  reginal  Comprehensive 
Health  Planning  Organization  (CHP). 
This  is  a  successor  organization  to  Pitts¬ 
burgh’s  Health  Planning  Association,  a 
voluntary  group  financed  by  Pittsburgh 
c(»npanles.  CHP  has  worked  toward  cur- 
tafling  unnecessary  hospital  expansion 
and  duplication  of  services.  It  also  helped 
Institute  peer 'review.  All  these  actions 
are  designed  to  reduce  uimecessary  utili- 
eatlon.  Among  the  companies  involved 
are  executives  from  PPG  Industries  and 
the  Pittsburgh  National  Bank. 

See  also:  Alternative  Delivery  Sys¬ 
tems:  HMO:  Twin  Cities  Health  Care 
Development  Project;  Coverage  of  Less 
Costly  Care:  Bab^k  ti  Wilcox  Co. 

VHL  Preventive  Care 

Preventive  care  refers  mainly  to  phys¬ 
ical  examinations  and  multiphasic  diag¬ 
nostic  testing  for  early  detection  of 
chronic  illness.  In  some  cases,  testing 
may  be  followed  by  a  formal  program  of 
proper  exercise,  nutrition  and  continu¬ 
ous  monitoring  to  prevent  the  onset  of 
degenerative  disease.  Early  detection  and 
a  proper  follow-up  program  offer  poten¬ 
tial  long-term  savings  on  costly  hospital¬ 
ization,  surgery  and  medical  treatment 
as  well  as  lost  work  time.  However,  it 
should  be  noted  that  the  accuracy  and 
effectiveness  of  multiphasic  screening  is 
subject  to  considerable  debate. 

Employers. — 92.  Allied  Chemical  Cor¬ 
poration  has  sponsored  employee  health 
examinations  (physicals  and  diagnostic 
testing)  since  1970  for  salaried  employees 
located  at  the  home  oflSce  of  New  Jersey 
end  certain  key  employees  at  various  lo¬ 
cations  throughout  the  United  States. 
The  project,  cosponsored  by  Executive 
Health  Examiners  covers  some  2,000  em¬ 
ployees. 

93.  Aliuninum  Company  of  America 
has  a  volimtary  periodic  physical  exami¬ 
nation  program  for  its  employees. 

94.  The  Babcock  and  Wilcox  Company 
has  sponsored  an  alcoholism  reduction 
program  since  1975  for  5,700  employees 
at  Baberton,  Ohio,  cosponsored  by  Good¬ 
year,  Firestone,  Goodrich,  General  Tire, 
the  Akron  Post  Office  and  the  Greater 


Akron  Area  Council  on  Alcoholism.  Re¬ 
duced  alccdiollsm  decreases  time  lost  on 
the  job  and  the  Incidence  of  alcohol- 
related  Illness. 

95.  Bechtel  Corporation  sponsors  an 
employee  assistance  service  for  all  its 
employees,  cosponsored  by  Metropolitan 
Life  Insurance  Company.  Begxm  opera¬ 
tion  March  1, 1974,  the  assistance  service 
for  alcohol,  drug  and  emotional  prob¬ 
lems  has  reached  six  percent  of  its  em¬ 
ployees. 

96.  Carrier  Corporation  sponsors  a 
number  of  preventive  care  measures  for 
employees  at  its  Syracuse,  New  York 
corporate  headquarters.  The  company’s 
medical  department  gives  pre-employ¬ 
ment  physical  examinations  to  em¬ 
ployees,  and  physicals  to  executives  on 
a  perio^c  basis  thereafter. 

97.  Crocker  National  Bank  sponsored 
heartscans  for  all  employees  in  downtown 
San  Francisco  and  Los  Angeles  in  the 
fall  of  1975.  39  percent  of  eligible  em¬ 
ployees  were  screened  for  physical  con¬ 
ditions  that  tend  to  contribute  to  ob¬ 
structive  artery  disease. 

98.  General  Mills,  Inc.  sponsors  peri¬ 
odic  examinations  and  primary  care  at 
the  company  medical  department  for 
2,000  or  so  employees  of  its  home  office 
in  Minneapolis. 

The  in-house  medical  examinations 
cover  800  employees  per  year  and  some 
5,000  cases  of  in-house  treatment.  The 
company  claims  to  realize  substantial 
savings  on  the  cost  of  examinations  and 
of  treatment  as  well  as  cutting  down 
time  lost  by  sending  employees  out  for 
examinations  and  treatment.  Net  an¬ 
nual  savings  are  reportedly  $45,000  after 
administrative  costs  ($160,000) . 

99.  Equitable  Life  Assurance  Society 
of  the  United  States  offers  all  employees 
health  screening  examinations. 

100.  B,  F.  Goodrich  Company  sponsors 
annual  physical  examinations  for  its 
corporate  executives  in  order  to  detect 
Illness  as  early  as  possible. 

101.  Since  1968,  IBM  has  sponsored 
voluntary  health  screening  for  all  its 
employees  (age  35  and  over)  to  detect 
existing  or  potential  chronic  health  prob¬ 
lems  and  to  alert  them  to  conditions 
which  could  cause  health  problems  in  the 
future.  Of  72,821  employees  examined 
from  1968  to  1975,  heart  abnormalities 
were  detected  in  4,075  cases.  Hyperten¬ 
sion  was  eliminated  in  81  percent  of  the 
cases  four  years  after  identification. 

102.  Mobil  Oil  Corporation  sponsors 
employee  health  ser^ces  for  all  em¬ 
ployees  at  1 9  Industrial  health  clinics  in 
the  U.S.A.  The  project  is  cosponsored 
by  Arthur  D.  Little,  Inc.  The  clinics  give 
pre-employment  physical  examinations 
and  offer  periodic  reexamination  and 
counseling  services  to  some  37,000  do¬ 
mestic  employees.  Physicians  and  nurses 
also  treat  minor  injuries  and  illnesses. 

103.  Shell  Oil  Company  has  sponsored 
volimtary  periodic  physical  examinations 
for  all  its  employees  (31,000)  since  Au¬ 
gust  1974.  The  company  reports:  “Our 
objective  is  to  provide  the  opportunity 
for  all  employees  to  Obtain  a  comprehen¬ 
sive  physical  examination.  Examinations 
are  provided  on  company  time  and  are 
performed  by  either  company  or  com¬ 


pany-appointed  physicians  at  no  cost 
to  the  employee.  The  results  of  the  ex¬ 
amination  are  discussed  by  the  examin¬ 
ing  physician  individually  with  each  em¬ 
ployee.  Any  follow-up  treatment  deemed 
advisable  as  a  result  of  the  examination 
is  for  the  employee’s  individual  account. 
Examinations  may  be  received  every 
three  years  for  those  under  40  years  of 
age  and  every  two  years  for  those  over 
40.  Response  from  employees  has  been 
overwhelmingly  in  favor  of  the  program 
and  the  only  ‘problem’  to  date  is  conduct¬ 
ing  examinations  in  a  timely  manner  for 
all  the  employees  who  desire  them.” 

104.  Since  1969  Southern  California 
Edison  Company  has  sponsored  a  cardio¬ 
vascular  fitness  program  for  all  em¬ 
ployees  with  a  medical  need  at  Rosemead, 
California.  The  program,  now  covering 
137  employees,  offers  coronary  preven¬ 
tion  and/or  post-coronary  care,  includ¬ 
ing  irfiysicals  with  follow-up  on  proijar 
exercises,  diet,  stress  reduction,  emo¬ 
tional  health  and  other  elements  of  car¬ 
diovascular  care.  Records  are  kept  on 
blood  pressure  and  pulse  readings  before 
and  after  exercise.  Physicals  and  stress 
ECG’s  are  part  of  programming  by  the 
fitness  leader.  Pertinent  data  are  kept 
for  physicians  and  the  patient’s  yearly 
physical. 

105.  Sundstrand  Corporation  sponsors 
health  evaluation  programs  for  some 
4,000  salaried  and  hourly  (nonunion 
only)  employees  at  its  hydraulic,  ma¬ 
chine  tool,  aviation,  compressor,  and 
hydro  transmission  divisions  in  Rock¬ 
ford  and  LaSalle,  Illinois;  Ames,  Iowa; 
Bristol,  Virginia;  and  Denver,  Colorado. 
The  project  is  cosponsored  by  Health. 
Evaluation  Programs,  Inc.,  and  began 
operation  in  August  1974.  The  programs 
provide  a  systematic  means  of  testing 
the  relative  health  and  woi^  exposures 
of  certain  employees  and  instructions  on 
health  evaluation  and  correction. 

106.  Xerox  Corporation  began  an  in¬ 
centive  co-insurance  dental  plan  in 
October  1975  for  salaried  employees  only 
at  Stamford,  Connecticut.  It  is  cospon¬ 
sored  by  Prudential  Insurance  Company 
of  America.  The  new  Incentive  co-insur¬ 
ance  scheme  affords  the  employee 
greater  benefits  if  preventive  care  is 
regularly  undertaken. 

Labor  Unions. — 107.  The  Actors’ 
Equity  Association  negotiated  a  nation¬ 
wide  program  of  preventive  health 
screening  for  its  members  at  an  esti¬ 
mated  cost  of  $75  per  worker  screened 
per  year.  Early  detection  of  chronic 
illness  through  screening  (physical  ex¬ 
aminations  and  diagnostic  laboratory 
tests)  promises  long-term  savings  on 
hospital  and  medical  costs. 

108.  The  Amalgamated  Clothing 
Workers  of  America  (now  the  Amalga¬ 
mated  Clothing  and  textile  Workers 
Union)  provides  full  diagnostic  services 
for  early  detection  of  illness  at  its  Sidney 
Hillman  Health  Centers  around  the 

.  country. 

109.  The  International  Brotherhood  of 
Electrical  Workers  reports  that  many  of 
its  locals  have  negotiated  coverage  or 
provision  of  physical  examinations  and 
preventive  care  such  as  influenza  shots 
and  children’s  iimoculations. 
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110.  The  United  Farm  Workers  insists 
that  pesticides  be  carefully  regulated  to 
protect  the  health  of  workers.  The  first 
union  contracts  banned  DDT,  Aldrin, 
Endrin  and  Dieldrin  in  1970,  several 
years  before  the  Environmental  Protec¬ 
tion  Agency  restricted  their  use. 

111.  Several  local  affiliates  of  the  In¬ 
ternational  Union  of  Operating  Engi¬ 
neers  initiated  preventive  screening 
projects  in  cooperation  with  manage¬ 
ment.  These  locals,  which  mostly  self- 
insure  and  administer  health  benefits 
jointly  with  management,  represent 
about  28.000  workers.  The  international 
office  of  the  union  claims  that  the  mobile 
and  fixed  screening  units  at  the  work 
place  and  or  health  clinics  reduce  em¬ 
ployee  expenses,  time  lost,  hospitaliza¬ 
tion,  and  incidence  of  illness. 

112.  Tlie  American  Federation  of 
State,  County  and  Municipal  Employees 
(AFSCME)  District  Council  37  Health 
and  Security  Plan  in  New  York  City 
Initiated  a  job-site  hypertension  screen¬ 
ing  and  treatment  pilot  project  for  some 
6,000  working  members.  Currently  about 
650  workers  at  three  locations  are  being 
treated  at  an  approximate  cost  of  $100 
per  pei’son.  The  program  conducted  in 
cooperation  with  the  Cornell  University 
Medical  College.  Department  of  Public 
Health,  aims  to  prevent  future  illness 
stemming  fi-om  hypertension  by  treating 
and  monitoring  hypertensives  monthly. 

113.  The  United  Storeworkers  Union 
Security  Plan  initiated  job-site  hyper¬ 
tension  screening  and  treatment  for 
some  10,000  employees  of  Gimbel’s, 
Stern’s,  and  Bloomingdale’s  in  New  York 
City  Benefit  contributions  for  this  self- 
insured  fund  are  negotiated  locally. 
Some  4,000  to  5,000  Storeworker’s  mem¬ 
bers  have  been  tested  for  hypertension. 
One-fifth  were  found  to  be  hypertensive. 
A  program  of  peer  reinforcement  and 
strong  union  leadership  have  helped  to 
maintain  85  percent  of  the  identified  hy¬ 
pertensives  on  monthly  treatment  and 
monitoring.  The  cost  of  treatment  and 
of  screening  is  approximately  $120  per 
year  per  member  under  treatment.  The 
program  is  also  cosponsored  by  the 
Cornell  University  Medical  College,  De¬ 
partment  of  Public  Health. 

See  also:  Health  Education:  Borden, 
Inc.;  Firestone  Tire  and  Rubber  Com¬ 
pany;  PPG  Industries.  Concurrent  or 
prospective  review:  Dental  Review: 
UAW,  General  Motors,  Ford,  and 
Chrysler. 

IX.  Miscellaneous 

Labor  Unions. — 114.  The  California 
Council  for  Health  Care  Alternatives 
was  organized  in  1969  by  the  Laborers  & 
Hod  Carriers  Union,  California  locals  of 
the  Teamsters  Union,  the  International 
Longshoremen’s  &  Warehousemen’s  Un¬ 
ion,  the  Retail  Clerks  International  As¬ 
sociation  and  other  labor  organizations. 
The  Council  staff  was  to  advise  member 
unions  on  the  cost  of  health  benefits  do 
comparative  studies  of  various  insurance 
plans,  and  use  the  combined  purchasing 
power  and  negotiating  skill  of  member 
unions  to  contain  health  care  costs. 

After  initial  efforts  at  getting  data  from 
member  unions  and  getting  them  to  pre¬ 


sent  a  solid  front  to  health  providers 
failed,  the  Council  turned  to  lobbying  for 
national  health  insurance.  In  19'?4  it  dis¬ 
banded. 

115.  The  United  Fai’m  Workers  of 
America  initiated  the  National  Farm 
Workers  Health  Group  in  1970  for  aU  un¬ 
ion  members  and  their  dependents.  The 
UFW  has  a  standard  nationwide  health 
benefit  program  initiated  and  admin¬ 
istered  unilaterally  by  labor,  and  self  in¬ 
sured  through  employer  contributions  to 
the  RFK  Medical  Plan. 

The  Health  Group  operates  its  own 
clinics,  two  in  California  and  one  in 
Florida,  which  provided  primary  care  to 
some  50,000  patients  in  1975  at  a  reported 
operating  expense  of  $65,000.  The  clinics 
train  and  u.'se  many  volunteer  com¬ 
munity  health  workers  to  administer 
routine  tests,  help  with  prenatal  and 
post-partum  care,  and  speak  to  groups 
of  workers  for  purposes  of  education  in 
preventive  care. 

116.  The  United  Mine  Workers  of 
America  Health  and  Retirement  Funds 
in  cooperation  with  the  U.S.  Pharma- 
copeial  Convention  developed  a  list  of 
maintenance  drugs  that  it  will  provide 
for  chronically  ill  beneficiaries.  (Drugs 
not  listed  will  not  be  provided  by  the 
Funds.)  In  line  with  the  Funds’  efforts  to 
encourage  physicians  to  prescribe  generic 
drugs,  which  are  often  less  expensive 
than  brand  name  drugs,  the  list  uses  only 
generic  drug  names.  ' 

Employers. — 117.  In  January  1976  the 
Aluminum  Company  of  America  em¬ 
barked  on  a  project  to  contain  overall 
health  care  and  wage,  replacement  costs 
at  its  eleven  largest  locations.  The  pro¬ 
gram  reviews  corporate  responsibilities 
with  respect  to  financing  arrangements, 
impact  of  national  health  insurance  and 
management  commitment.  The  program 
also  reviews  the  locations’  responsibil¬ 
ities  with  respect  to  claims  control,  hos¬ 
pital  statistics  and  board  representation, 
health  planning  agencies,  HMOs,  physi¬ 
cian  relationships,  effective  absent^  con¬ 
trol  program,  off  the  job  safety  programs, 
and  preventive  activities. 

118.  Eastman  Kodak  reinstated  pre¬ 
mium  sharing  for  all  employees  at  all 
United  States  facilities  in  April  1970. 
Since  then  Kodak  has  shared  the  in¬ 
crease  in  its  basic  plan  premiums  with 
employees  on  a  50/50  basis.  This  saves 
the  company  money,  but  represents  an 
increase  to  employees. 

The  project,  which  covers  some  77,000 
employees,  may  also  result  in  lower  or 
more  appropriate  utilization  of  health 
care  services  due  to  employee  participa¬ 
tion  in  attendant  cost  of  delivery.  Ac¬ 
cumulated  net  savings  are  $17.0  mil¬ 
lion.  1976  estimate:  $8.2  million.  (This 
represents  savings  to  Kodak,  but  an  in¬ 
crease  to  employees.) 

119.  J.  C.  Penney  altered  the  flow  of 
claims  in  order  to  eliminate  one  step  in 
the  process.  Claims  had  gone  from  pro¬ 
vider  to  the  appropriate  J.  C.  Penney 
store  for  verification  that  the  employee 
was  covered  for  that  claim,  and  then 
claims  wei;e  forwarded  to  the  insurance 
carrier  for  review  and  payment.  Under 
the  new  arrangement,  claims  flows  di¬ 
rectly  from  the  provider  to  the  insurance 


carrier.  The  insurance  carrier  then 
checks  claims  against  lists,  supplied 
monthly  by  J.  C.  Penney  of  covered  em¬ 
ployees  (and  dependents) . 

Part  Four 

Index  I:  Names  and  Addresses 
OF  Sponsors 

(Roman  numerals  correspond  to  case 
studies;  numbers  correspond  to  com¬ 
pendium  entries) 

Case  Studies 

I.  Eleanor  Tilson,  Vice  President,  United 
Storeworkers  Union,  101  West  31st  Street, 
New  York,  NY  10001.  Tel:  (212)  239-6100. 

Nat  Lindenthal,  Director,  Health  &  Se¬ 
curity  Plans,  American  Federation  of 
State,  County,  and  Municipal  Em¬ 
ployees  (AFSCME),  District  Council 
37,  140  Park  Place,  New  York,  NY 
1007.  Tel:  (212)  766-1000. 

II.  Raymond  Li2!za,  Administrator,  UFT 
Benefit  Fund,  United  Federation  of  Teach¬ 
ers,  260  Park  Avenue  South,  New  York, 
NY  14219. 

III.  United  Federation  of  Teachers.  Same  as 
No.  II. 

Louis  Rolnick,  International  Ladies’  Gar¬ 
ment  Workers  Union,  1700  Broadway, 
New  York,  NY  10706.  Tel:  (212)  265- 
7000. 

IV.  Edwin  McManus,  Staff  Vice  President, 
Employee  Benefit  Program,  Rockwell  In¬ 
ternational,  600  Grant  Street,  Pittsburgh, 
PA  15219.  Tel:  (412)  565-5857. 

V.  Richard  M.  Martin,  Mgr.,  Health  &  Serv¬ 
ices  Industry  Relations,  Goodyear  Tire  & 
Rubber  Co.,  1144  E.  Market  Street,  Akron, 
Ohio  44316.  Tel:  (216)  794-2224. 

VI.  Genesse  Valley  Group  Health  Associa¬ 
tion,  Contact:  John  Nelson,  Blue  Cross 
Association,  41  Chestnut  Street,  Rochester, 
N.Y.,  Tel:  (716)  454-1700. 

Compendium  Entries 

1.  Melvin  Glasser,  Director,  Social  Securi¬ 

ty  Department,  United  Automobile 
Workers  (UAW) ,  8000  East  Jefferson 
Avenue,  Detroit,  Michigan  48214.  Tel: 
(313)  926-5201. 

2.  Jacob  Sheinkman,  Secretary-treasurer, 

Amalgamated  Clothing  Workers  of 
America,  15  Union  Square,  New  York, 
N.Y.  10003.  Tel:  (212)  255-7800. 

3.  John  Gibson,  Secretary-Treasurer,  Ho¬ 

tel  and  Restaurant  Employees  and 
Bartenders  International  Union,  720 
East  4th  Street,  Cincinnati,  Ohio 
45202.  Tel:  (513)  621-0300. 

4.  Walter  L.  Sullivan,  Director  of  Social  In¬ 

surance,  International  Longshore¬ 
men’s  Association,  17  Battery  Place — 
Rm  1530,  New  York,  N.Y.  10004.  Tel: 
(212)  425-1200. 

5.  Barry  Silverman,  Research  Director,  In¬ 

ternational  Longshoremen’s  and 
Warehousemen’s  Union,  1188  Frank¬ 
lin  Street,  San  Francisco,  Calif. 
94109.  Tel:  (416)  777-0533. 

6.  International  Brotherhood  of  Electrical 

Workers  System,  Council  U-10,  See 
No.  109. 

7.  Bernle  Young,  International  Brother¬ 

hood  Electrical  Workers,  Local  ■  No. 
1116,  750  So.  Tucson  Blvd.,  Tucson, 
Ariz.  85716.  Tel:  (603)  792-1475. 

8.  William  Koepp,  President,  Health  Serv¬ 

ices  Association,  P.O.  Box  3099,  St. 
Paul,  Minn.  65165.  Tel:  (612)  645-5821. 

9.  Edwin  Brown,  Secretary-Treasurer, 

Rhode  Island  AFL-CIO,  367  Westmin¬ 
ister  Street,  Providence,  R.I.  02903. 
Tel:  (401)  861-6000. 

10.  American  Federation  of  State,  County 
and  Municipal  Employees,  D.C.  37 
(N.Y.C.),  same  as  No.  I. 
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11.  St.  Louis  Employer-Textile  Workers 

Union  of  American  Benefit  Program, 
Charles  Sallee,  Midwest  Regional  Di¬ 
rector,  1601  S.  Broadway,  St.  Louis, 
Mo.  63104.  Tel:  (314)  621-6035. 

12.  Chicago  Alliance  of  Labor  and  Employ¬ 

ers,  Inc.,  Larry  Ferguson,  Consultant. 
Employee  Benefits,  Chicago  Textile  In¬ 
dustry  Employee  Benefit  Fund,  400 
South  Dearborn  Street,  Chicago,  Illi¬ 
nois  60605.  Tel:  (312)  922-7690. 

13.  Bynum  Tudor,  Corporate  Manager  of 

Employee  Benefits.  R.  J.  Reynolds  In¬ 
dustries,  Inc..  Winston-Salem,  N.C. 
Tel:  (919  )  748-2558. 

14.  Sandla  Laboratories,  (Lovelace-Batann 

Health  Program  Is  now  defunct). 
Health  Services  Administration, 
Sandia  Laboratories.  Albuquerque, 
N.  Mex.  87115.  Tel;  (505)  264-3545. 

15.  Arthur  W.  Hudock,  Staff  Vice  President, 

Compensation  and  Benefits,  Scott 
Paper  Company,  Scott  Plaza,  Phila¬ 
delphia,  Pa.  19113. 

16.  Twin  Cities  Health  Care  Development 

Project  (now  National  Association  of 
Employers  on  HMOs) ,  Ruth  H.  Stack, 
Executive  Director,  National  Associa¬ 
tion  of  Employers  on  HMOs,  Federal 
Reserve  Bank  Building,  Minneapolis, 
Minn.  55401.  Tel:  (612)  373-3724. 

17.  W.  O.  Kohnke,  Manager,  Insured  Em¬ 

ployee  Benefits,  Unlroyal,  Inc.,  Oxford 
Management'  Center,  Mlddlebury, 
Connecticut  06749,  Tel:  (203  )  573- 
2107. 

18.  Communications  Workers  of  America, 

John  Abraham,  Economist,  Communi¬ 
cations  Workers  of  America,  1925  K 
Street,  NW.,  Washington,  D.C.  Tel: 
(202)  785-6759. 

S.  L.  King.  Jr.,  American  Telephone  and 
Telegraph  Co.,  195  Broadway,  New 
York,  New  York  10007.  Tel.  (212)  393- 
3276  or  x  3344. 

19.  Rex  Clifford,  Director  of  Social  Insur¬ 

ance,  International  Union  of  Electri¬ 
cal,  Radio  and  Machine  Workers,  1126 
16th  Street,  N.W.,  Washington,  D.C. 
20036.  Tel:  (202)  296-1200. 

20.  International  Longshoremen’s  and 

Warehousemen’s  Union  (West  Coast) , 
same  as  No.  5. 

21.  Virginia  Guerin,  Employee  Benefits, 

Bechtel  Corporation,  P.O.  Box  3965, 
San  Francisco,  Calif.  94119.  Tel:  (415) 
768-1234. 

22.  James  Mortimer,  Manager,  Personnel- 

Employee  Benefits,  Continental  Bank, 
231  S.  LaSalle  Street,  CTilcago,  Illinois 
60693.  Tel:  (312)  828-2425. 

23.  John  W.  Working,  Director,  Employee 

Benefits,  Crocker  National  Bank,  P.O. 
Box  38000,  San  Francisco,  Calif.  94138. 
Tel:  (415)  983-3853. 

24.  Marilyn  Qreenberger,  Equitable  Life  As¬ 

surance  Society  of  the  United  States, 
1285  Avenue  of  the  Americas,  New 
York,  N  Y.  10019.  Tel:  (212)  554-3480. 

25.  C.  S.  Tsorvas,  General  Electric  Company, 

3135  Easton  Turnpike,  Fairfield,  Conn. 
06431.  Tel:  (203)  373-2188. 

26.  H.  P.  Keen,  Jr.,  Director,  Employee  Bene¬ 

fits,  International  Business  Machines 
•  Corp.,  Old  Orchard  Roswl,  Armonk, 
N.Y.  10504.  Tel:  (914)  765-5070. 

27.  Cary  E.  Ashley,  Director,  Employee 

Benefits,  Monsanto  Company,  800  N. 
Lindbergh,  St.  Louis,  Missouri  63166. 
Tel:  (314)  694-2733. 

28.  Charles  W.  Jacoby,  Vice  President,  Per¬ 

sonnel  Department,  Prudential  Insur¬ 
ance  Co.  of  America,  Prudential  Plaza, 
Newark,  New  Jersey  07101.  ’Tel:  (201) 
336-6270. 
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29.  N.  P.  Ferguson,  Manager,  Insurance  Pro¬ 

grams,  Personnel  Department,  Repub¬ 
lic  Steel  Corporation,  P.O.  Box  6778, 
Cleveland,  Ohio  44101.  Tel:  (216) 
574-7638. 

30.  H.  T.  Egliht,  Manager,  Personnel  De¬ 

partment,  Shell  Oil  Company,  P.O. 
Box  2463,  Houston,  Texas  77001.  Tel: 
(713)  220-3721. 

31.  R.  K.  Maggy,  Manager,  Benefits  Division, 

Personnel  Department,  Standard  Oil 
Co.  of  Calif.,  225  Bush  Street,  San 
Francisco,  Calif.  Tel:  (415)  894-4412. 

32.  General  Motors,  Ford,  Chrysler  and  the 

United  Automobile  Workers  (for 
UAW,  same  as  No.  1.  for  GM,  same  as 
No.  39,  for  Chrysler,  same  as  No.  62). 
Jack  K.  Shelton,  Manager,  Employee  In¬ 
surance,  Ford  Motor  Company,  ’The 
American  Road,  Dearborn,  Mich.  48121. 
Tel:  (313)  322-8650. 

33.  Ernie  Sessa,  Administrator,  Pennsyl¬ 

vania  Public  Employees  Health  and 
Welfare  Fund,  City  Towers,  301  Chest¬ 
nut  Street,  Harrisburg,  Pa.  17101.  Tel: 
(717)  234-2456. 

34.  Ron  Wackett,  Research  and  Education 

Directors,  Retail  Clerks  International 
Association,  1775  K  Street,  NW.,  Wash¬ 
ington,  D.C.  20006.  Tel:  (202)  223- 
3111. 

35.  American  Federation  of  State,  County 

and  Municipal  Employees,  D.C.  37 
Health  and  Security  Plan  (NYC) ,  same 
as  No.  I. 

36.  United  Storeworkers  Union,  same  as  No. 

I. 

37.  United  Federation  of  Teachers  Welfare 

Fund,  same  as  No.  II. 

38.  F.  E.  Crawford,  Manager,  Group  Insur¬ 

ance,  Firestone  Tire  and  Rubber  Com¬ 
pany,  1200  Firestone  Parkway,  Akron, 
Ohio  44319.  Tel:  (216)  379-6710. 

39.  D.  A.  Deshaw,  Manager,  Employee 

Benefit  Plan,  General  Motors  Corp., 
7-135  GM  Building,  Detroit,  Mich. 
48202.  Tel:  (313)  556-4111. 

40.  Stephen  Caulfield,  United  Mine  Work¬ 

ers  of  America,  2021  K  Street,  NW., 
Washington,  D.C.  20006.  Tel:  (202) 
452-5000. 

41.  ’Thomas  H.  Cooper,  Manager,  Compen¬ 

sation  and  Benefits,  Budd  CcMnpany, 
2166  W.  Big  Beaver  Road,  ’Troy,  Mich. 
48084.  Tel:  (313  )  643-3678. 

42.  Robert  E.  McDonald,  Assistant  Director, 

Employee  Relations  Department,  Du¬ 
pont  (E.I.)  de  Nemours  &  Co.,  Inc., 
1007  Market  Street,  Wilmington, 
Del.  19898.  Tel:  (302  )  774-4641, 

43.  Unlroyal,  Inc.,  same  as  No.  17. 

44.  United  Mine  Workers  of  America,  same 

as  No.  40. 

45.  United  Mine  Workers  of  America,  same 

as  No.  40. 

46.  Gerard  A.  Kraemer,  Director,  Employee 

Benefits,  AMF,  Inc.,  777  Westchester 
Avenue,  White  Plains,  N.Y.  10604. 
Tel:  (914)  694-9000. 

47.  Calvin  A.  Michaels,  Director,  Personnel 

Administration,  Burlington  Indus¬ 
tries,  Inc.,  Greensboro,  N.C.  27420. 
Tel:  (919)  379-2497. 

48.  Steve  Markowitz,  Manager,  Government 

Relations,  Continental  Can  Company, 
Inc.,  633  Third  Avenue,  New  York, 
N.Y.  10017.  Tel:  (212)  651-7846. 

49.  Ed  Russell.  Northern  Natural  Gas  Com¬ 

pany,  2223  Dodge  Street,  Omaha, 
Nebraska  68154.  Tel:  (402  )  348-4747. 

50.  R.  L.  Adams,  Director,  Eknployee 

Benefits,  Reynolds  Metals  Company, 
6603  W.  Broad  Street,  Richmond, 
Virginia  23229.  Tel:  (804)  281-2121. 

61.  Joseph  Duva,  Director,  Employee  Bene¬ 
fits  and  Compensation,  SCM  Corp., 
299  Park  Avenue,  New  York,  N.Y. 
10017.  ’Tel:  (212)  752-2700. 


62.  Standard  Oil  Co.  of  California,  same  as 

as  No.  31. 

63.  Richard  L.  ’Thompson,  Administrator, 

Group  Insurance,  Textron,  Inc.,  40 
--  Westminister  Street,  piovldence, 
Rhode  Island  02903.  ’Tel:  (401)  421- 
2800. 

64.  Donald  M.  Young,  Senior  Director, 

Compensation,  Trans  World  Airlines, 
Inc.,  605  ’Third  Avenue,  New  York, 
N.Y.  10016.  Tel:  (212)  557-3827. 

55.  FYank  Simpson,  Manager,  Group  In¬ 
surance,  Caterpillar  Tractor  Company, 
100  li'.  E.  Adams  Street,  Perloria,  Illi¬ 
nois  61629.  Tel:  (309)  675-4897. 

66.  John  F.  Hohl,  Supervisor,  Employee 
Benefits,  B.  F.  Goodrich  Company,  500 
S.  Main  Street,  Akron,  Ohio  44318. 
Tel:  (216)  379-4070. 

57.  G.  S.  Shepard,  Employee  Benefits,  Grey¬ 

hound  Corp.,  Greyhound  Tower,  Phoe¬ 
nix,  Ariz.  85077.  Tel:  (602)  248-4081. 

58.  Donald  C.  Jones,  Personnel  Administra¬ 

tion,  Procter  and  Gamble  Company, 
301  E.  Sixth  Street,  Cincinnati,  Ohio 
45201.  Tel:  (513)  562-3760. 

69.  UAW,  General  Motors,  Ford  and  Chrys¬ 
ler,  same  as  No.  32. 

60.  Blue  Cross-Blue  Shield  of  Greater  New 

York,  Lance  Hoxle,  Assistant  Direc¬ 
tor,  External  Professional  Relations, 
National  Association  of  Blue  Shield 
Plans,  211  East  Chicago  Avenue,  Chi¬ 
cago,  Illinois  60611,  Tel:  (312  )  440- 
5661. 

61.  Pennsylvania  Blue  Shield  and  Capital 

Blue  Cross,  same  as  No.  60. 

62.  John  T,  Kermey,  Manager,  Benefit  Plans, 

Chrysler  Corp.,  P.O.  Box  1919,  Detroit, 
.  Mich.  48231.  Tel:  (313)  956-4608. 

63.  New  York  State  and  New  York  City, 

Employee  Insurance  Division,  State 
of  New  York,  Albany,  N.Y.  Tel:  (618) 
457-5764. 

Edward  S.  Salsberg,  City  of  New  York, 
,  Program  Analysis  and  Planning,  126 
Worth  Street,  Room  326,  New  York, 
N.Y.  10013.  Tel:  (212  )  666-7160. 

64.  United  Electrical,  Radio  and  Machine 

Workers  of  America,  contact  No.  60 
or: 

Nathan  Spero,  Research  Director,  Unit¬ 
ed  Electrical,  Radio  and  kfochlne 
Workers  of  America,  11  East  61st 
Street,  New  York,  N.Y.  10022.  Tel: 
(212)  753-1960. 

65.  UAW,  General  Motors,  Ford,  Chrysler, 

same  as  No.  32. 

66.  Teamsters  Union  Local  25,  Massachu¬ 

setts,  contact  No.  60  or: 

Ms.  A.  Blair  Thomas,  Manager,  Health 
and  Welfare  Plan,  Teamster  Local  25, 
16  Sever  Street,  Charlestown,  Mass. 
02129.  Tel:  (617)  241-9220. 

67.  UAW,  General  Motors,  Ford,  Chrysler, 

same  as  No.  32. 

68.  Pennsylvania  Public  Employees  Health 

and  Welfare  Fund,  same  as  No.  33. 

69.  Thomas  Duzak,  Director,  Social  Insur¬ 

ance,  United  Steelworkers  of  America, 
6  Gateway  Center,  Pittsburgh,  Pa. 
15222.  Tel:  (412  )  562-2400. 

70.  G.  Edward  Woodmansee,  Manager,  Em¬ 

ployee  Benefits,  Babcock  and  Wilcox 
Company,  161  E.  42nd  Street,  New 
York.  N.Y.  10017.  Tel:  (212  )  687-6700. 

71.  Burlington  Industries,  Inc.,  same  as  No. 

47. 

72.  R.  E.  Grossman,  Director,  Employee 

Benefits,  Campbell  Soup  Company, 
Campbell  Place,  Camden,  N.J.  08101. 
Hel:  (609)  964-4000  (ext.  2564). 

73.  Virginia  Salerno,  Manager,  Insured 

Plans,  Columbia  Gas  System,  Inc.,  20 
Montchanln  Road,  I^lmlngton,  Del. 
19807.  Tel:  (302  )  429-6277. 

74.  Firestone  ’Tire  and  Rubber  Company, 

same  as  No.  38. 
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76.  W.  M.  Hendry,  Manager,  Special  Proj¬ 
ects,  Treasurer’s  Departments:  Bene¬ 
fits,  General  Poods  C!orp.,  260  NOTth 
Street,  White  Plains,  N.Y.  10626.  Tel: 
(914)  683-2976. 

76.  General  Motors  Corp.,  same  as  No.  39. 

77.  George  B.  Shlfier,  General  Manager,  Em¬ 

ployee  Benefits,  H.  J.  Heinz  Company, 
1062  Progress  Street,  Pittsburgh,  Pa. 
15412.  Tel:  (412)  237-5291. 

78.  Philip  B.  Leschler,  Manager,  Employee 

Insurance,  International  Harvester, 
401  North  Michigan  Avenue,  Chicago, 
Illinois  60611.  Tel:  (312  )  670-4180. 

79.  V.  W.  McDonald,  Senior  Vice  President, 

Johnson  and  Higgins,  Inc.,  95  Wall 
Street,  New  York,  New  York  10005. 
Tel:  (212)  482-2433. 

80.  Northern  Natural  Gas  Company,  same 

as  No.  49. 

81.  Procter  and  Gamble  Company,  same  as 

No.  58. 

82.  F.  M.  Ammon,  Pullman,  Inc.,  200  S. 

Michigan,  Chicago,  HI.  60604.  Tel: 
(312)  322-7155. 

83.  Shell  Oil  Company,  same  as  No.  30. 

84.  Standard  OH  Company  of  California, 

same  as  No.  31. 

85.  Dennis  A.  Kaires,  Director,  Employee 

Benefits,  Borden,  Inc.,  180  E.  Broad 
Street,  22nd  Floor,  Columbus,  Ohio 
43215.  Tel:  (614)  225-4408. 

86.  Continental  Bank,  same  as  No.  22. 

87.  Firestone  Tire  and  Bubber  Company, 

same  as  No.  38. 

88.  William  Dodge,  Employee  Belatlons, 

PPG  Industries,  One  Gateway  Center, 
Pittsburgh,  Pa.  16222.  Tel:  (412)  434- 
2025. 

89.  United  Mine  Workers  of  America,  same 

as  No.  40. 

90.  General  Motors,  Ford,  Chrysler  and 

DAW,  same  as  No.  32. 

91.  PPG  Indiistries,  Pittsburgh  National 

Bank,  same  as  No.  88. 

92.  Donald  P.  Gllmartln,  Manager,  Group 

Insurance  Services,  Allied  Chemical 
Corp.,  P.O.  Box  2246B,  Morristown, 
NJ.  07960.  Tel:  (201)  4&&-6025. 

93.  B.  G.  Wardrop,  Manager,  Employee 

Benefits,  Aluminum  Company  of 
America,  2636  Alcoa  Building,  Pitts¬ 
burgh,  Pa.  15219.  Tel:  (412)  653-2253. 

94.  Babcock  and  Wilcox  Company,  same  as 

No.  70. 

96.  Bechtel  Corp.,  same  as  No.  21. 

96.  Bobert  F.  Toole,  Director  of  Pensions  and 

Benefits,  Carrier  Corp.,  Carrier  Tower, 
P.O.  Box  1000,  Ssrracuse,  N.Y.  13201. 
Tel:  (316  )  424-4761. 

97.  Crocker  National  Bank,  same  as  No.  23. 

98.  David  Mclntler,  Manager,  Employee  Ben¬ 

efits,  General  Mills,  Inc.,  P.O.  Box  1113, 
Minneapolis,  Minn.  56440.  Tel:  (612) 
640-4378. 

99.  Equitable  Life  Assurance  Society,  of  the 

United  States,  same  as  No.  24. 

100.  B.  F.  Goodrich  Company,  same  as  No.  56. 

101.  IBM,  same  as  No.  26. 

102.  H.  A.  Slnclalre,  M.D.,  Mobil  Oil  Corpo¬ 

ration,  160  E.  42nd  Street,  New  York, 
N.Y.  10017.  Tel:  (212)  883-6373. 

103.  Shell  Oil  Company,  same  as  No.  30. 

104.  K.  L.  Andrews,  Manager,  Employee  Bene¬ 

fits,  Southern  California  Edison  Com¬ 
pany,  P.O.  Box  800,  Bosemead,  Calif. 
91770.  Tel:  (213)  672-1241. 

105.  Bonald  V.  Harris,  Manager,  Personnel 

Services,  Sundstrand  Corp.,  4751  Har¬ 
rison  Avenue,  Bockford,  Ill.  61101.  Tel: 
(815)  226-6153. 

106.  Peter  A.  Biggins,  Manager,  Corporate 

Benefits  and  Personnel  Policy,  Xerox 
Corp.,  High  Bidge  Park,  Stamford, 
Conn.  06904.  Tel:  (203  )  329-8711  (ext. 
720). 

107.  Bobert  Hiscbom,  Actors’  Equity  Associa¬ 

tion,  c/o  Martin  Segal  Co.,  730  nfth 
Avenue,  New  York,  N.Y.  10009. 
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108.  Amalgamated  Clothing  Workers  of  Amer¬ 

ica,  same  as  No.  2. 

109.  Charles  H.  Plllard,  International  Presi¬ 

dent,  International  Brotherhood  of 
Electrical  Workers,  1125  16th  Street, 
NW.,  Washington,  D.C.  20005.  Tel: 
(202)  833-7000. 

110.  Kathleen  M.  Murguia,  National  Farm 

Workers  Health  Group,  United  Farm 
Workers  of  America,  La  Paz,  Keene, 
Calif.  93531.  Tel:  (806)  822-6671. 

111.  Beese  Hammond,  Director  of  Education, 

International  Union  of  Operating  En¬ 
gineers,  1126  17th  Street,  NW.,  Wash¬ 
ington,  D.C.  20036.  Tel:  (202)  347- 
8560. 

112.  American  Federation  of  State,  County 

and  Municipal  Employees,  District 
Council  37,  same  as  No.  I.  — 

113.  United  Storeworkers  Union,  same  as 

No.  I. 

114.  California  Council  for  Health  Care  Al¬ 

ternatives,  No  contact — program  Is 
defunct. 

115.  United  Farm  Workers  of  America,  same 

as  No.  110. 

116.  United  Mine  Workers  of  America,  same 

as  No.  40. 

117.  Aluminum  Company  of  America,  same 

as  No.  93. 

118.  Martin  B.  Ball,  Director,  Corporate  Em¬ 

ployee  Benefits,  Eastman  Kodak  Com¬ 
pany,  343  State  Street,  Bochester,  N.Y. 
14660.  Tel:  (716)  724r4801. 

119.  B.  G.  Blvona,  J.  C.  Penney  Company, 

Inc.,  1301  Avenue  of  the  Americas, 
New  York,  N.Y.  10019.  Tel:  (212) 
957-6547. 

Index  II:  Alphabetical  List  of  Em¬ 
ployers  AND  Unions  Cited 

(Roman  numerals  refer  to  case  studies; 
numbers  to  compendium  entries) 
Employers 

AMF,  Inc.,  46 

Aetna  Life  &  Casualty,  II 

Akron  City  Post  Office,  94 

Allied  Chemical  Corp.,  92 

Aluminum  Co.  of  America,  93, 117 

American  Telephone  &  Telegraph  Co.,  14,  18 

Babcock  &  Wilcox  Co.,  70,  94 

Bechtel  Corp.,  21,  95 

Bloomlngdale’s  Department  Stores,  I,  113 
Blue  Cross  &/or  Blue  Shl^d  Plans:  Albany 
(New  York) ,  Massachusetts,  Michigan,  New 
Hampshire,  I;  Capital  Blue  Cross  (Penn¬ 
sylvania),  Pennsylvcmla  Blue  Shield,  I,  61: 
Greater  New  Yoik  (NYC),  I,  HI,  60; 
Rochester  (New  York) ,  VI. 

Boeing  Co.,  15 
Borden,  Inc.,  85 
Budd  Co.,  41 

Burlington  Industries,  Inc.,  47,  71 
Campbell  Soup  Co.,  72  ^ 

Cargill,  Inc.,  16 
Carrier  Corp.,  96 
Caterpillar  Tractor  Co.,  65 
Chrysler  Corp.,  32,  69,  62,  65,  67,  90 
Columbia  Gas  System,  Inc.,  73 
Continental  Bank,  22,  86 
Continental  Can  Co.,  Inc.,  48 
Control  Data  Corp.,  16 
Crocker  National  Bank,  23, 97 
Dayton  Hudson  Foundation,  16 
Dupont  (E.I.)  de  Nemours  &  Co.,  Inc.,  42 
Eastman  Kodak  Co.,  VI,  118 
Employers  Insurance  of  Wausau,  17 
Equitable  Life  Assurance  Society  of  the 
United  States,  24,  99 

Firestone  Tire  &  Rubber  Co.,  38, 74, 87, 94 
First  National  Bank  of  Minneapolis,  16 
Ford  Motor  Co.,  32,  69,  65,  67,  90 
General  Electric  Co.,  19,  25 
General  Foods  Corp.,  75 
General  Mills,  Inc.,  16, 98 
General  Motors  Ciorp.,  VI,  23,  39,  59,  65,  67, 
76,  90 

General  Tire  &  Rubber  Co.,  94 
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Genessee  Valley  Group  Health  Association,  VI 
Glmbel’s  Department  Stores,  1, 113 
Goodrich  Co.  (BF-.),  66,  94, 100 
Goodyear  Tire  &  Rubber  Co.,  V,  94 
Greyhound  Corp.,  57 
Heinz  (H.J.)  Co.,  77 
Hoernes-Waldorf  Corp.,  16 
Honeywell,  Inc.,  16 

International  Business  Machines  Corp.,  26, 
101 

International  Harvester  Co.,  78 
Jones  &  Laughlin  Steel  Corp.,  29 
Johnson  &  Higgins,  Inc.,  79 
Kaiser  Corp.,  VI 

3M  (Minnesota  Mining  &  Manufacturing 
Co.),  16 

Metropolitan  Life  Insurance  Co.,  IV 
Mobil  OH  Corp.,  102 
Monsanto  Co.,  27 
New  York  City.  63 
New  York  State,  63 
Northern  Natural  Gas  Co.,  49,  80 
Northern  States  Power  Co.,  16 
PPG  Industries,  Inc.,  88, 91 
Penny  (J.C.)  Co.,  119 
PHlstoury  Co.,  16 
Pittsburgh  National  Bank,  91 
Proctor  &  (3amble  Co.,  58,  81 
Prudential  Insurance  Co.  of  America,  28 
Pullman,  Inc.,  82 
Raytheon  Corp.,  66 
Republic  Steel  Corp.,  29 
Reynolds  (R.J.)  Indiistrles,  Inc.,  13 
Reynolds  Metals  Co.,  60 
BookweU  International  Corp^  IV,  V 
SCM  Corp.,  61 
Sandla  Laboratories,  14 
Scott  Paper  Co.,  16 
Shell  Co.,  30,  83, 103 
Southern  California  Edison  Co.,  104 
Standard  OH  Co.  of  California,  81,  62, 84 
Stem’s  Department  Stores,  1, 113 
Sun  OH  Co.,  15 
Sundstrand  Corp.,  105 
Sybron  Corp.,  VI 
Textron,  Inc.,  53 
Trans  World  Airlines,  Inc.,  54 
TVln  Cities  Health  Oar©  Devel(^ment  Proj¬ 
ect  (now  the  National  Association  of  Em¬ 
ployers  on  HMOs) ,  16 
Unlroyal,  Inc.,  17,  43 
United  States  Steel  Corp.,  29 
Veterans’  Administration,  12 
Xerox  Corp.,  VI,  106 

Labor  Unions 

Actors’  Equity  Association,  107 
AutomobHe,  Aerospace  and  Agricultural  Im¬ 
plement  Workers  of  America;  International 
Union,  United,  IV.  VI,  12,  32,  69,  66,  87,  90 
Building  Service  Workers,  Local  S2B  (NYC), 
(SEIU),  I 

California  CouncU  for  Health  Care  Alterna¬ 
tives,  114 

Carpenters  and  Joiners  of  America,  United 
Brotherhood  of,  I,  HI 

Chicago  Health  Alliance  of  Labor  and  Em¬ 
ployers,  Inc.,  12 

Clothing  and  Textile  Workers  of  America; 
Amalgamated,  (see  Clothing)  Workers  of 
America;  Amalgamated;  Textile  Workers 
Union  of  America) 

Clothing  Workers  of  America;  Amalgamated, 
2,  108 

Communications  Workers  of  America,  14,  18 
Distributive  Workers  of  America,  I 
Electrical,  Radio  and  Machine  Workers; 

International  Union  of,  VI,  19 
Electrical,  Radio  and  Machine  Workers  of 
America;  United,  64 

Electrical  Workers;  International  Brother¬ 
hood  of,  6,  7, 109 

Farm  Workers  of  America;  United,  110, 
115 

General  Service  Employees,  (Local  73,  SEIU) , 
12 

Health  Services  Association,  8 
Hotel  and  Restaurant  Eknployees  and  Bar¬ 
tenders  International  Union,  3 
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Laborers  and  Hod  Carriers  Union  (now 
Laborers’  International  Union  of  North 
America),  114  ' 

Ladles’  Garment  Workers’  Union;  Interna¬ 
tional,  III 

Longshoremen’s  Association;  International, 
4,  12 

Longshoremens’  and  Warehousemen’s  Union; 

International,  3,  20,  114 
Machinists  and  Aerospace  Workers;  Inter¬ 
national  Association  of,  9 
Meat  Cutters  and  Butcher  Workmen  of  North 
America;  Amalgamated,  12 
Mine  Workers  of  America;  United,  I,  40,  44, 
45,  89,  116 

Oil,  Chemical  and  Atomic  Workers  Interna¬ 
tional  Union.  30 


“Operating  Engineers;  International  Union 
of.  111 

“Pennsylvania  Public  Employees  Health  & 
Welfare  Fund,  33,  68 
Postal  Workers  Union;  American,  12 
Railway  Conference,  National,  II 
Retail  Clerks  International  Association,  3, 
20,  34.  114 

Retired  Persons;  American  Association  of.  III 
Retired  Teachers  Association,  National,  HI 
Rhode  Island  State  AFL-CIO,  9 
Rubber,  Cork,  Linoleum  and  Plastic  Workers 
of  America;  United,  17 

Service  Employees’  International  Union,  14, 
(see  also  Building  Service  Workers,  General 
Service  Employees) 

State,  County  and  Municipal  Employees; 


American  Federation  of,  (AFSCME),  9, 
33;  District  Local  37  (NYC),  I,  m,  10,  35, 
112,  (see  also  Pennsylvania  Public  Em¬ 
ployees  Health  &  Welfare  Fund) 
Steelworkers  of  America;  United,  9,  69 
Storeworkers  Union;  United,  I,  29,  36,  65,  113 
Teachers;  United  Federation  of,  II,  III,  37 
Teamsters,  Chauffeurs,  Warehousemen  and 
Helpers  of  America;  International  Brother¬ 
hood  of  Locals;  Los  Angeles,  California,  5; 
Minneapolis,  Minnesota,  8;  Local  #25,  Mas¬ 
sachusetts,  66;  California,  114 
Textile  Processors  Insurance  Ftmd,  I 
Textile  Workers  Union  of  America,  11,  12 
Typo-League  Benefit  Fund,  I 
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